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Taxation Section 
Edited by J. A. L. Gunn, F.1.c.A. 


Casu Discounts 


The sales of the taxpayer company, a general dealer, were largely on 
credit, subject to discount if paid within a specified period. It was the 
company’s practice to credit sales account and debit customers’ accounts 
with the full amount of the sale price, and subsequently to credit the 
customers with the appropriate discount upon payment of the net amounts 
due. During years ended 30 June, 1934 to 1936, the company built up a 
“discount reserve” which, at 30 June, 1936, stood at £4,772. At 30 June, 
1942, this figure remained unaltered. The amounts debited to profit and 
loss account to enable this discount reserve to be created were allowed as 
deductions in ascertaining the company’s taxable income of years ended 
30 June, 1934 to 1936. In determining the company’s taxable income of 
year ended 30 June, 1942, the South African Commissioner added back to 
its income the full sum of £4,772. Held ((1944) I.T. Cas. No. 563 (13 
Sth. Af. Tax Cas. 319)) that only the sum of £463 should be added back, 
calculated as follows: 

Amount debited to Profit and Loss Account during year ended 

30 June, 1942, in respect of cash discounts actually allowed, 
and claimed by company as deduction .. . £7 137 
Deduct correct provision for discounts claimable by ‘debtors at 


I ku Ga ca cate ak ak Uk we ow ua 


£5,400 
Add correct provision for discounts claimable by debtors at 30 
Ge ae aa ak BE ka ha ee Shoe OA DR eS 1,274 


Allowable deduction in a of discounts for year ended 30 
June, 1942 . - ee eS ee 


Amount claimed by company RN cota vas-er ger eae Ke 7,137 
Taxable income increased by .. .. .. 2. 6. 0. ee ee ee ee ee £463 


In considering the meaning to be assigned to the relevant words of s. 7 
of the South African Act, No. 31 of 1941, viz., “the total amount whether 
in cash or otherwise received by or accrued to or in favour of any person,” 

court applied Lategan v. J.R. Comr. (1926), 2 Sth. Af. Tax Cas. 16, 
here it was held that the words “received by or accrued to” were to be 
miterpreted as the “value” to which the taxpayer has become entitled. The 
fourt’s conclusions of the facts of the present case were that the appellant 
mvariably entered up its sales at their full face value for its own con- 
tnience, with the knowledge that, in practically every instance, owing to 
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its system of giving discounts, the value of the amounts so entered did not” 
represent their true value. It therefore deducts from such face value an 
amount, or an estimate of the amount, which will reduce their face value 
to their real value. By this system the company is not putting income to 
reserve. The case therefore bears no relation to the position where a 
reserve is made for doubtful debts. Moreover, the court contrasted the 
present case with I.T. Cas. No. 183 (5 Sth. Af. Tax Cas. 266) where the 
taxpayer unsuccessfully sought to deduct an amount representing a con- 
tingent liability to effect repairs to cars sold. “Obviously this was a case 
for a reserve for outstanding liability in respect of future services to be 
rendered” and had no resemblance to the present case. 

In F.C. of T. v. Executor Trustee and Agency Co. of S.A. Ltd. (1938) 
1 A.I.T.R. 416, Dixon, J., said at p. 443: “The basis of a trading account 
is stock on hand at the beginning and end of the period and sales and 
purchases. In such an account book debts represent what before sale was 
trading stock and it is almost inevitable that they should be taken into 
consideration upon an accrual and not a cash basis. But nearly all income 
tax legislation is against the practice which obtains commercially of making 
a reserve for bad debts or discounting the amount of book debts by a 
percentage for bad or doubtful debts.” 

It is thought that the decision of the South African Special Court is 
applicable under the Commonwealth Act, and that, where a cash discount 
is allowed, debts outstanding at balance date should be reduced to their 
true value by deducting all trade and cash discounts deductible therefrom. 

The motives for allowing “trade” discounts and “cash” discounts differ. 
Trade discounts are granted for one or both of two motives—(a) a recog- 
nition of the position of the buyer in the distribution chain, and (b) an 
inducement to btiy 4 greater quantity of goods. A simple illustration of 
(a) is to be found in the case of a publisher. On sales to a retail shop he 
will allow a trade discount of 334 per cent. He must allow a greater 
discount to a wholesaler because the latter must also grant a trade discount 
of 334 per cent. in respect of sales to retailers. This is the genesis of the 
trade discount, but it has been supplemented by and in some instances 
superseded by (b), the quantity discount, particularly since the advent of 
the chain store and other large organizations. In both instances it is the 
universal practice to deduct the discount in preparing the invoice and to 
regard the net price as the amount of the purchase and the sale. 

The motive for granting a “cash” discount is to induce the buyer to pay 
promptly for the goods, and thus complete, with the minimum capital 
outlay, the process of (a) buying or producing goods and (b) selling them, 
the second process having two steps—(i) making the sale and (ii) collect- 
ing the proceeds. 

The motives for granting these discounts should not be confused with 
their effect, which, it is considered, is to reduce the sum receiveable in 
respect of the sale. Therefore, for the purpose of valuing an outstanding 
debt at balance date, the writer is of opinion that there is no inherent 
difference between a trade discount and a cash discount except that 4 
purchaser is liable to forfeit the cash discount if he does not pay the 
account by the stipulated date. Any profit to the vendor arising from such 
forfeiture rightly belongs to the period in which the forfeiture takes place. 

The difference in treatment of the two discounts is tending gradually 
to disappear. It is now a common and ever-growing practice to pay against 
invoice on delivery of the goods or within a very short period, e.g., within 
seven days. If a settlement discount is allowable this is deducted from the 
amount of the invoice, and the balance is treated often by the vendor and 
almost universally by the purchaser as the amount of the sale, with the 
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result that cash discounts disappear, pro tanto, from the profit and loss 
account of both parties. Moreover, instances occur where one rate of 
discount serves the dual purpose of increased sales and quick settlement, 
ie., where a sale is made subject to what is substantially a trade discount 
but deductible only if settlement is made within a stipulated period. 

It is thought that the confusion which exists in modern accountancy 
text-books with respect to the treatment of cash discounts would disappear 
if the above-mentioned change in trade custom were fully recognised. Such 
recognition would involve the reduction of sales by the cash discounts 
referable thereto, determined in accordance with the judgment of the South 
African Special Court. The consequences of such treatment and a corres- 
ponding treatment of purchases would be (a) to reduce debtors and 
creditors outstanding on balance date to their true value; (b) in the case 
of the vendor, to reduce the gross profit to the difference between the 
actual cost of sales and what the trader gets for the goods, with a 
corresponding increase in the purchaser’s gross profit; (c) to reduce the 
value of the purchaser’s stocks on hand by the amount of the discount, 
which is allowed by the Income Tax Department; and (d) to cause cash 
discounts to disappear from the profit and loss account. This treatment 
would bring accountancy practice into line with the attitude of the courts, 
viz., that a deduction of cash discounts on outstanding debtors is justified 
for income tax purposes, on the ground that the difference between the 
face value of the outstanding debt and the discount referable thereto is the 
true value of the debt. 


SALE Or Interest IN A PARTNERSHIP 
Where Assets Include Trading Stock 


A partnership (A and B) which had for several years been carrying on 
2 pastoral business was dissolved and subsequently (as at 30 June, 1938) 
A acquired the partnership assets. He claimed that under the relevant 
agreement he paid a certain sum to B based on higher values for the 
ive stock than had been included in assessments of the net income of the 
partnership. In the final partnership return (for the year ended 30 June, 
1938) the values of the live stock were treated as being on the same basis 
BS in previous years. A, however, in his own return for the following 
year brought in the “opening value” (as at 1 July, 1938) at the higher 
values which he claimed to be based on the settlement of accounts with B. 

¢ Commissioner took the view that the case was governed by s. 29, but 

¢ Board, although it decided that A had not proved the higher values 
aimed, held that there had been a disposal of the assets of a business and 
at A must be deemed to have purchased the assets at the amount of their 
alue (s. 36). That amount would, of course, be the proper “closing 
wy be included in the final partnership assessment (10 C.T.B.R. 

as. 17). 

The Board stated that it was unable, on the evidence, to determine the 
tue nature of the transactions involved in the termination of the partner- 
hip. The Board considered, however, that it was immaterial whether the 
payer purchased his partner’s interest or the partnership assets. “In 

om. there was a disposal of the live stock and the case was governed 
e236 (1)....” 

With respect, it is considered that s. 36 is not applicable to a case where 

partner disposes of his interest in a partnership, whether to the continuing 
artner(s) or to a third party. Section 36 (1) provides that “where the 
hole or any part of the assets of a business carried on by a taxpayer is 
isposed of by sale or otherwise howsoever” the section shall apply. 
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In Halsbury’s Laws of England (2nd ed.), vol. 24, p. 458, para. 876 
it is said that “the share of a partner is his proportion of the joint assets 
after their realisation and conversion into money and after payment and 
discharge of the joint debts and liabilities.” The “share of a partner,” as 
thus defined, differs from a share in the assets of the partnership. But, 
conceding that the outgoing partner is disposing of his interest in the 
actual assets of the partnership, and that for the purposes of s. 36 he is 
carrying on the business, it is submitted that s. 36 has no application to 
such a disposal. That section applies only where “the whole or any part 
of the assets of a business . . . is disposed of.” In the instant case the 
partner is disposing of a partial interest in the whole of the assets, which is 
not the same thing at all as the disposal of the whole of the assets. More- 
over, the disposal of an interest in the whole of the assets cannot conceivably 
answer the description of a disposal of “part of the assets.” For the above 
reasons, it is considered that the above-mentioned finding of the Board of 
Review in 10 C.T.B.R. Cas. 17 is not correct. 

If Parliament had intended s. 36 to apply to the disposal of a share ofa 
partner it could well have made specific provision to that effect. For an 
example of such a provision see s. 29 (4) of the New South Wales Act a 
1936, which provided that a “sale” includes a change of ownership of, or 
the distribution of the assets of, a business owing to a dissolution o 
partnership or a variation of the members constituted in the partnership 
If, however, the interested parties agreed, and gave notice thereof, the value 
of trading stock to be taken into account as at the date of dissolution o 
change was the amount at which it would have been taken into account if 
no change or distribution had taken place. In that event, the new owner 
were required to open their trading account with those closing values. Ani 
see s. 31 (4) of the N.S.W. Act of 1941. 

It is clear from the language of s. 36 (4) that s. 36 is intended to appl 
to the disposal by a partnership itself of the whole or any part of the assets 
of a business carried on by it. 


Costs INCURRED IN OpposING PETITION For EXTENSION 
Or PATENT 


The taxpayer company was engaged in the manufacture and sale d 
domestic refrigerators. E. Company had a patent for a refrigerator whid 
was a great improvement upon that which was sold by the taxpay 
company. E. Company’s patent expired on 18 August, 1938. The tax 
payer company made preparations to manufacture and sell refrigerators 4 
the E. model as soon as the field was open by reason of the expiry of the 
patent. On 29 December, 1938, the E. Company filed a petition seeking 
an extension of its patent for ten years. The taxpayer company enterét 
a caveat, opposed E.’s petition, and the petition was dismissed. The tat 
payer company had to bear its own costs of issues upon which it had faile 
and these amounted to £6,020. It claimed a deduction under s. 51 t 
respect of the sum of £6,020. The Commissioner disallowed the claim. 

Held (by majority, Latham, C.J., Starke and Williams, JJ.; Dixon a 
McTiernan, JJ., dissenting) that the sum of £6,020 was an allowab 
deduction, being an outgoing incurred in gaining or producing assessab 
income and not being an outgoing of capital or of a capital natu 
(Hallstroms Pty. Ltd. v. F.C. of T. (1946) 3 A.I.T.R. (in course! 
publication) ). “In the present case the expenditure, in my opinion, ¥ 
not incurred in relation to anything which can be called a capital asset 
either to acquire it or even to protect it—but in order to maintain a co! 
mon right,” per Latham, C.J. “If the taxpayer had manufactured # 
Electrolux model in its business before the expiration of the patent a 
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been sued for infringement and defended its action upon the ground that 
the patent was invalid or had not been infringed, clearly, in my judgment, 
the costs and expenses of so doing would be a loss or outgoing incurred 
in the course of its business operations directed towards the production of 
income, or at least incidental and relevant to those operations, and an 
allowable deduction. And so, I think, are the costs and expenses of 
opposing the extension of the patent. Its opposition to the extension of 
the patent would enable it, if successful, to carry on the business of manu- 
facturing the Electrolux model and avoid legal proceedings for infringe- 
ment in the conduct of its business,” per Starke, J. 


Trust CREATED For BENEFIT OF UNMARRIED MINOR 


A trust was created for the benefit of the settlor’s infant daughter in 
respect of certain non-income-producing vacant land. The trustees were 
the settlor and his wife. Soon after the creation of the trust a block of 
flats was built on the vacant land. The building was financed partly by 
loans from the settlor and his wife. Rents were derived from the flats in 
the relevant year of income. The Commissioner invoked s. 102 (1) (b). 
Held by the Board of Review (not yet published) that s. 102 (1) (b) was 
not applicable. “In the exercise of their discretionary powers the trustees 
could have converted the vacant land into other property (money, invest- 
ments, etc.) but the income from that property would not have been income 
from the asset in respect of which the trust was created—a case which 
would not be covered if the opening words should be read as was sug- 
gested. In this case the income-producing asset was the land with the 
buildings erected thereon (a very different asset from the asset which was 
represented by the vacant land), and its income-producing capacity was 
the result of the obligations and expenditure which the trustees, in the 
exercise of their powers, incurred in the development of the land... . 
The words to be interpreted in this case are, in our opinion, clear and 
unambiguous. At the same time a consideration of ‘the cause and ground’ 
of the enactment of section 102 leaves us in no doubt that the words in 
question were intended to apply, not to a trust the assets of which only 
become income-producing in consequence of what is done by the trustees 
(by way of expenditure or otherwise) in the exercise of their discretionary 
powers, but only to a trust created in respect of assets, which, in the 
hands of the settlor or creator, were productive of income.” The Board 
teferred to The King v. Atkinson (1906) 3 C.L.R. 632, per Griffith, C.J., 
at p. 639, and to Heward v. The King (1905) 3 C.L.R. 117, per Barton, J., 
. et p. 127. 


PurcHasE Or ENDOWMENT Poticies ON Oruer Persons’ Lives WITH 
INTENTION OF ProvipING ASCERTAINED ANNUAL SUMS 


The taxpayer, a mathematician, bought between July, 1937, and Feb- 
mary, 1939, at a cost of about £100,000, a large number of endowment 
policies on the lives of other people. The purpose of the scheme was, by 
tlecting policies with suitable dates of maturity, to provide the taxpayer 
with approximately £7,000 each year for 23 years. Held (by the English 
ourt of Appeal, reversing the decision of Macnaghten, J. [1945] 1 All 
E.R. 695) that the taxpayer’s operations came within the meaning of both 
adventure” and “trade” in the definition of “trade” in s. 237 of the 
English Act of 1918 and, therefore, profits on realisation or on maturity 
i the policies were assessable (Barry v. Cordy [1946] 2 All E.R. 396). 

As stated on page 49 of the February, 1946, issue of the journal, it is 
lnsidered that, even in the absence of a finding that the taxpayer was 

trying on business, the profit on maturity or sale of the policies would 
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be assessable under s. 26 (a) of the Commonwealth Act as representing 
profit “from the carrying on or carrying out of ...a.. . profit-making 
undertaking or scheme.” 







ALLOWANCE OF Costs INcurrED IN ConNECTION WITH 
TAXATION APPEAL 

On an appeal involving the determination of its liability to excess profits 

tax, a company incurred costs and expenses being solicitors’ costs, fees of 

consulting accountants, fees of accountants acting generally for the com 





















































pany in a professional capacity in connection with the appeal, and travelling : 
expenses of witnesses. The appeal was allowed. In assessing the company g 
to excess profits tax and income tax in respect of the year when these f 
costs were paid, no deduction was allowed therefor. An appeal by the : 
company against the disallowance of these items was successful. (Rushdes D 
Heel Co. Ltd. v. I.R. Comrs. [1946] 2 All. E.R. 141.) The relevant p, 
statutory provision of the English Income Tax Act, 1918, prohibits a 
deduction “in computing the amount of the profits or gains to be charged’ 
of expenses not wholly and exclusively laid out or expended “for the - 
purposes of the trade.” After formulating the problem to be solved a 
being: Is the expense of ascertaining the profits an expense which is anf ha 
outlay in order to earn profits, or is it a disbursement of profits earned] 
Atkinson, J., said at p. 144: 4 
“Was the expense a purely business expense, an expense purely for the purpose di acc 
the trade, not of ‘trade,’ but of ‘the trade’? Clearly it is a necessary operation fe ( 
every trader to ascertain the sum due from him to the Crown for taxes. It is a pati thi. 
of the trade. It is a legal burden imposed upon him. Yet it is directed to allc 
earning of profits only in the sense that it is made for reducing the claims of alle 
Crown and thereby increasing the divisible profits. . . . Expenses necessarily an in; 
properly incurred in carrying on a business, in my judgment, are directed to ac 
earning of profits. Profits are increased or earned by reducing expenses, just the 
much as by increasing receipts. Therefore, an expenditure directed to reducigiil wha 
expenses is just as much directed to earning profits as is an expenditure directed lie. 
increasing receipts. In both cases the expenditure must be of a fevenue character." », ¢ 
Having pointed out that the costs and expenses in question were incurred exp: 
before the ascertainment of profits, whether in the sense of profits divisibl a 
among shareholders, or of profits subject to excess profits tax, or of profig™y °° 
“ . E : : appe 
available for income tax, the learned judge said at pp. 146-7: ere 
“The expense of keeping an accountant or an accountancy department is a propa Non 
deduction to be made. The expense of ascertaining profits by accountants, not mere able 
for the purpose of the Companies Acts, but for the purpose of ascertaining profil com 
for income tax and excess profits tax purposes, is an expense which is also to MM knoy 
allowed. Indeed, the expenditure of accountants discussing and arguing the questi and , 
with the Inspector of Taxes is properly to be deducted: Allen v. Farquharson Bro tax. 
& Co. (1932) 17 Tax Cas. 59. If the expense of computing profits for excess prolif exper 
tax or income tax is allowable and the expense of arguing matters arising with {i prope 
Inspector of Taxes is an expense incurred for the purposes of earning profits, wi profit 
is not the expense of arguing the same matters before the Special Commissioners @@ that 
appeal also an expense for the purpose of earning profits? The expense of argull wr 
the matter in one room is allowed. The expense of arguing before the Special not m 
Commissioners in another room and saving between £2,000 and £3,000 for the busineaJ added 
it is said, must be disallowed. There is no difference in object or purpose betwé | 
the first set of expenses and the latter expenses. The amount of tax, as I have: excess 
is to be treated as an expense. The expense in question reduces a larger busi incom 
expense. It seems to me plain that the expense in disputd ought to be allowed, To 
unless I am precluded by authority from so doing, I shall proceed so to hold.” the 
. ° ee ° ° S 
The learned judge examined the decision of Finlay, J., in Allen sidiar 
Farquharson Bros. & Co. (supra) where it was held that legal co ee 
incurred in an income tax appeal were not an admissible deduction. i 
son, J., “felt considerable difficulty in following the argument of the “a servic 
in that case and distinguished it on the ground that it referred to costs@™ ;, res; 


an income tax appeal, whereas he had to deal with the costs of an exté 
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fits tax appeal. More important, however, is the fact that he also 
considered that the judgment in Farquharson’s case is inconsistent with 
the later case, in the Court of Appeal, of Worsley Brewery Co. Ltd. v. 
LR. Comrs. (1932) 17 Tax Cas. 349. In considering this decision of the 
Court of Appeal, Atkinson, J., said at pp. 149-150: 


“Now I come to a very important judgment of Romer, L.J., which, in my humble 
opinion, entirely confirms the view I have formed. He says (ibid. at pp. 359-360) : 
ees Q “‘T am prepared to assent to the view that, when ascertaining profits of a trading 

concern, whether for the purposes of income tax or excess profits duty, the expense 

COMME of having the accounts investigated by an accountant usually employed, or by any 
yelling accountant, and the preparation of the profit and loss account and of the balance 
npany—m sheet, is an expense which the trading concern is entitled to deduct from its receipts 

these for the purposes of ascertaining its profits. [Now, why?] That appears to be, or, 
yy them at any rate, may be taken, I think, to be an expense incurred wholly and exclusively 
oy t for the purposes of the trade, which means, in view of the statement made by Lord 
ishdes Davey in Strong v. Woodifield (1906) 5 Tax Cas. 215, an expense made for the 
levant purpose of earning profits.’ 











or ofits 













bits 2 “That is saying, in very plain language, all these accountancy charges to which 
arged” he had been referring are expenses incurred for the purpose of ascertaining the 

8 the profits and, if so incurred, they are expenses incurred for the purpose of earning the 
or 





profits. Then he says: 

“‘T am not prepared to hold that, when all that has been done and the profits 
have been ascertained after the employment of the accountants in the normal way 
and a question arises at some subsequent period between the trading concern and 
some third party which involves a consideration of the question whether the profits 
so ascertained were correctly ascertained, the expense of further investigating the 





ved a 
1 is al 
arned! 








































-pose GM accounts is an expense incurred for the purpose of earning the profits.’ 
tion fe “Where does Romer, L.J., draw the line? It seems to me he draws the line in 
s a palm this way: All expenses incurred for the purpose of ascertaining the profits are 
| to allowable, but, when the profits have been ascertained, any further expenditure is not 
s of allowable. When were the profits ascertained? If one looks up the word ‘ascertain’ 
rily am ina dictionary one finds this: ‘to render certain; to fix; to determine; to find out for 
1 to acertainty.’ I think this is the dividing line. Any expense incurred in ascertaining 
just the profits in that sense, in ascertaining them for a certainty, in finally determining 
reducigji™ what they amount to, comes within the first part of Lord Macmillan’s statement 
ected [ie., whether the deduction claimed is an outlay in order to earn profits—L.C. Lid. 
racter. 7 v.G. B. Ollivant Ltd. [1944] 1 All E.R 510]; in other words, as Romer, L.J., said. 
ncurré—™ expenses incurred for the purposes of ascertaining the profits may be said to be an 
livisiblg™ ¢xPense for the purpose of earning profits. The profits were not ascertained when 
> profit the Commissioners or the Inspector of Taxes made a charge of bad faith against the 
t pr appellants and directed that the transaction in question should be disregarded. They 
were not ascertained until the appeal had been heard and a final decision given. 
a propa None of the profits in any of the three senses to which I have referred was ascertain- 
yt mere able until after that decision had been given. Then, and not until then, did the 
ig prom company know what the divisible profits were. Then, and not until then, did they 
iso to i know what the expense in connection with excess profits tax was going to be; then, 
questi and not until then, could one determine what were the prorits assessable to income 
son Bri tax. In my judgment, the true principle, if I may repeat it once more, is that an 
‘ss prow expense properly and reasonably incurred in the final ascertainment of profits may 
with i] properly be considered an outlay in order to earn profits. It is not an outlay of 
yfits, WE profits, certainly not of ascertained profits, as the profits were at all times subject to 
ioners @™ that outstanding expense. 
f arguil “Two further remarks may be made. It was a payment which reduced expenses 
e Spec not merely for the years in question but for future years and it was a payment which 
. busine added a substantial sum to the profits subject to income tax. 
e betwe “I think that the income tax appeal must be allowed and the two appeals as to 
have Sa excess profits tax follow suit, because the same reasoning applies to those as to the 
r busing come tax appeal. The appeals will be allowed with costs.” 
7 To secure their own supply of potatoes for the purpose of their business, 
4llen the second appellant company formed and held all the shares in a sub- 
“a sidiary company (the first appellant company) which, with the parent 
Atk company’s money, acquired a large estate, previously managed for many 
“ ; udgt years by an experienced farmer, Y. In order to retain Y’s valuable 
cal services, an agreement was entered into as a result of which Y received 






i respect of year ended 31 March, 1941, the sum of £6,486. Only £3,500 
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of this sum was allowed under s. 32 of the English Finance Act, 1949) 
By virtue of s. 34 of the 1941 Act the additional taxation payable on t 

disallowed remuneration of future years would be recoverable from Y. As 
the taxpayer companies had every reason to believe that the same dis- 
allowance im respect of the 1941 year would also be made in subsequent 
years, they appealed against the 1941 disallowance with the result that 
£5,800 out of the sum of £6,486 was held to be deductible. Legal and 
accountancy fees amounting to £622 were paid in connection with the 
appeal. Held (i) (following Rushden Heel Co. Ltd. v. Keene; same v, 
I.R. Comrs. [1946] 2 All E.R. 141) that the expenditure of £622 was an 
allowable deduction for purposes of income tax and excess profits tax; 
(ii) the fact that it was really vital for the companies to take the step of 
appealing for the purpose of retaining the goodwill and future services of Y 
was, in itself, a sufficient ground for allowing the deduction. (Smith's 
Potato Estates Ltd. v. Bolland: Smith’s Potato Crisps (1929) Ltd. ». 
I.R. Comrs. [1946] 2 All E.R. 284.) On the second point, Atkinson, J,, 
said, at p. 286: “If an expense incurred for the purpose of getting rid of a 
director who is troublesome—I think that was the word which was used 
in the case—is an allowable expenditure, surely an expenditure for the 
purpose of retaining somebody who is vital to the business is an expendi- 
ture which is proper to be incurred and which is, even on a narrow® 
interpretation of the phrase, incurred for the purpose of earning profits.” 


MepiIcaL Expenses INCURRED THROUGH INJURIES SUSTAINED By 
Owner OF RENT-PRODUCING PROPERTY WHILE ENGAGED 
In REPAIRING PROPERTY 


The taxpayer was the owner of rent-producing property. As the result 
of falling off a ladder while engaged in effecting repairs to the property, he 
sustained injuries, involving him in expenditure on medical and hospital 
treatment. Held, the expenditure in question was of a domestic or private 
nature, and was not, therefore, an allowable deduction (13 Sth. Af. Tax 
Cas. 557, p. 299). 

SALE OF PARTNERSHIP Assets INCLUDING Book DEsTs 


The taxpayer A was a member of a partnership the returns of which 
vere assessed on a “cash receipts” basis. Another partner, B, sold his 
interest at 31 December, 1939, in the partnership assets (including book 
debts) to A and two outsiders. A thereby acquired an additional one 
thirtieth interest. The old partnership was dissolved, and a new partner- 
ship commenced, the partners being the members of the old partnership 
(other than B) and the two other purchasers of B’s interest. The book 
debts of the old partnership at 31 December, 1939, were valued at £8,353. 
They consisted of accounts rendered, work completed but not debited, and 
work in progress. The debts were collected in full by 30 June, 1941. 

Held (by the Board of Review—not yet published) that A was not 
assessable in respect of his purchased share of the debts so collected, viz, 
one-thirtieth of £8,353 = £279. “The interest so acquired, is obviously 2 
capital asset whether it is proper to regard it (as in terms it was) as am 
interest in book debts or an interest or part of an interest acquired by the 
taxpayer in the old partnership. There cannot be any doubt as to this, but 
if there could be it would be removed by the fact that the interest from 
which the taxpayer derived the sum in question formed part of his capitd 
in the new partnership. On the other hand, the vendor’s interest in tht 
book debts was an interest in the earnings of the old partnership—earnings 
representing income which, although not actually received by him through 
the collection of the debts, he derived the full benefit of it in a capitalised 
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form. The Commissioner, we naturally believe, has not treated these 
capitalised earnings of the vendor as income derived by him.” In pointing 
out that s. 92 was not applicable the Board said: “We can find no grounds 
for holding that the sum in question was part of the taxpayer’s individual 
interest in the net income of the new partnership of the year under review. 
It was the proceeds of the realisation of an asset which formed part of 
the capital of the partnership and of the taxpayer’s interest in that capital. 
It was not produce of the capital funds; it was part of the fund itself... . 
It all comes back to the fundamental principle (recognised in the partner- 
ship agreements themselves) that the earnings of one partnership cannot 
be in any real sense, for the purposes: of the Act, the income of its successor. 
It follows that the taxpayer’s individual interest in the net income of the 
new partnership does not include what he received, as purchaser of part of 
B’s interest, out of the collections of the book debts which constituted the 
earnings of the old partnership.” 

Applying the above decision to a case where the assets (including book 
debts) of a partnership or a sole trader or a company were bought by a 
completely separate entity, it is clear that the purchaser is not assessable 
in respect of the proceeds of collection of any book debts so acquired from 
the vendor, with the result that where the collections exceed the purchase 
price, the gain is not assessable and a loss is not deductible. The vendor 
also escapes tax on the amount of the book debts where he is assessed, on 
a “cash receipts” basis, because that sum represents the vendor’s uncol- 
lected earnings, the full benefit of which is received by him in a capitalised 
form. 

The taxpayer was the governing director and a shareholder of a company 
which had taken over the assets of a partnership of which he had been a 
member. Book debts taken over included a debt which had been owing 
by a debtor of the partnership for many years. The debt had originally 
amounted to £1,901, of which the partnership had written off £1,000 as a 
bad debt. The debtor eventually paid to the company £2,201. The com- 
pany applied £901 in payment of the outstanding book debt and credited 
the surplus to three shareholders who had been members of the partner- 
ship when the company was formed. The amounts so credited were 
proportional to the recipients’ interests in the partnership. The taxpayer 
received £742. Held (by the Board of Review—not yet published) that 
the sum so received was not a dividend. “The company received this 
money and handed it over to the persons who were accepted as having the 
right to receive and retain it. To sum up, the division of the money lacks 
the essential elements of a dividend because the money divided either was 
not profits or was not distributed as profits and received as such by the 
shareholders.” 


TRUSTEE Or AssiGNeD Estate Not Liaste To Depuct Tax 
INSTALMENTS From Divipenps IN Respect Or WaGEs 
Due By DesTor 

C.J. and N.J. executed a deed of assignment under Part XII of the 
Bankruptcy Act. In the course of his administration the trustee received 
anumber of proofs of debt from creditors who had been employed by the 
debtors in respect of wages owing by the debtors prior to the assignment. 
Held that, as the trustee was not an “employer,” the creditors for wages 
were not “employees” and the dividends paid to those creditors were not 
“salary or wages” within the meaning of s. 221A of the Income Tax 
Assessment Act. Division 2 of Part VI of that Act did not impose on the 
trustee a duty to deduct income tax from dividends paid to those creditors 
(Re Christina Johnson and Norman Johnson (1946) 3 A.I.T.R. (in 
course of publication) ). 
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PREMIUM ON IssUE OF SHARES 

A company undertook to act as broker in raising capital for the taxpayer 
company and agreed to pay to the taxpayer company one shilling per share 
on all shares placed. Payments so received were brought into the tax- 
payer’s profit and loss account and were used in the payment of dividends. 
These sums were included in the taxpayer company’s assessable income, 
The taxpayer claimed that the receipts were premiums on the issue of 
shares and were capital receipts and therefore not assessable. Held, claim 
allowed (11 C.T.B.R. Cas. 101). The Board pointed out that premiums 
on the issue or re-issue of shares do not form part of the subscribed capital, 
and their distribution does not infringe the principle that capital paid up 
on shares must not be so divided. This point was expressly decided in 
Drown v. British Gaumont Picture Corporation Ltd. [1937] Ch. 402. The 
court in that case did not say that the premiums were capital, but an 
affirmative view to that effect has been expressed by the authors of 
accountancy text-books (cf. Spicer and Pegler, Practical Auditing, 7th 
ed., at p. 227; Barton, Australasian Advanced Accountancy, 9th ed., at p. 
129; Sidey, Companies Formation Management and Winding Up, 4th ed, 
at p. 221). In the last-mentioned work it is stated that a premium on the 
re-issue of shares aftér forfeiture “is a capital receipt” and is not a profit 
available for dividend. “Although the concluding part of that statement 
expresses a view which is no longer tenable because of the decision in»the 
British Gaumont case (supra), the author’s opinion as to the nature of a 
premium apparently remains unaffected and, since it is in line with the 
other accountancy authorities cited, we do not see any reason to form a 
contrary opinion.” 

SALE oF BusINess WHERE AssETs INCLUDE DEPRECIATED PROPERTY 


Section 59 (1) provides that where depreciated property is disposed of, 
etc., and the consideration receivable is less than its depreciated value, the 
difference is an allowable deduction. Section 59 (2) provides that where 
the consideration receivable exceeds the cost price, the excess (to the 
extent of the sum of the depreciation allowances received by the vendor in 
his assessments) is to be included in his assessable income. 

Section 59 (3) provides, inter alia, that the “consideration receivable” 
in the case of a sale of depreciated property is the sale price less the 
expenses of the sale of the property. Where the property is sold with 
other assets and no separate value is allocated to the property, the “con- 
sideration receivable” is “the amount determined by the Commissioner” 
(s. 59 (3) (c)). 

The importance of observing the above provisions is illustrated by a 
recently reported South African case. 

The taxpayer was the owner of the “A” hotel and his wife was the owner 
of the “B” hotel. These two hotels were sold “lock, stock and barrel” on 
the same day to the same purchaser for a consideration of £10,000 for “A” 
and £6,000 for “B,” which sums were in excess of their total cost price 
The allowances made in previous years for depreciation in respect of plant, 
etc., used in “A” and “B” amounted to £958 and £397 respectively and the 
Commissioner treated these sums as assessable income of the year of sale 
on the ground that the plant, etc., had been sold in excess of cost price. 
The taxpayer contended that the profit realised on the sale of the hotels 
represented goodwill and that no profit had been realised on the plant, ett. 
Held, that the amounts of £958 and £397 were correctly included in the 
assessable income ( (1944) I.T. Cas. No. 565 (13 Sth. Af. Tax Cas. 330)). 

It is considered that the Commonwealth Commissioner, acting undef 
s. 59 (3) (c) would have treated the transaction in exactly the same manntf 
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as the South African Commissioner. In fact, the writer has had experience 
of such treatment. If a sale price for plant and other depreciated property 
is expressly stated in the contract of sale, the Commissioner is bound to 
accept the price so stated. It is considered that where, as in the above 
instance, the profit on sale is obviously due to the enhanced goodwill of 
the business, the plant should, as a general rule, be sold’ at its depreciated 
value for purposes of Commonwealth income tax. This figure is fair to 
the vendor, purchaser and the Commissioner, as it represents the cost price 
of the plant less a reasonable allowance for depreciation during its use in 
the business. 

For many years I have tried to impress solicitors with the importance 
of this point, but not always with success, particularly where the “plant”’ 
consists partly of fences and other structural improvements on land used 
for purposes of agricultural or pastoral pursuits. Accountants who are 
entrusted with the keeping of graziers’ and farmers’ accounts would do 
well to draw their clients’ attention to s.59 (3) whenever a sale of a 
property is contemplated. 

TRAVELLING EXPENSES 
Deductible Expenditure May Exceed Income Derived 

A director of a company was also a member of three committees (“A,” 
“B” and “C”) which were established to develop an industry. He derived 
substantial dividends, salary and bonus from the company, and also fees 
amounting to £54 from “B” and “C”. He claimed a deduction of £200 
for motor car expenses and £12 for telephone expenses in connection with 
his activities as a member of “A” and £69 incurred in connection with “B” 
and “C.”” The Commissioner allowed only a sum equal to the fees derived 
by the taxpayer, £54. Held, claim allowed to the extent of £69 (11 
C.T.B.R. Cas. 66). “We are unable to see adequate grounds for such a 
limitation (i.e., to the amount of fees received, £54). Nothing in the 
evidence appears to warrant the view that the amount of £69 is severable 
into two parts, one of which (£54) can be regarded as expenditure in- 
curred in gaining the fees and the other as expenditure of an entirely 
different nature.” The Board disallowed the claim of £212 in respect of 
“A” because no income was derived by the taxpayer from that organisation: 


WarTIME (Company) Tax 


Capital Employed Outside Australia in Assets Producing 
Assessable Income 
The taxpayer company, a resident of Australia, carried' on an insurance 
business (other than life) in the Commonwealth and in several other 
countries. Interest from the under-mentioned securities, not being exempt 
under s. 23 (q), was included in the company’s assessable income and, 
consequently, in the taxable profit for purposes of Wartime (Company) 
Tax. Nevertheless, the Commissioner excluded these assets in calculating 
the capital employed by the company for the relevant year of income on the 
ground that they represented capital not “employed in Australia” within 
the meaning of s. 3—definition of “capital employed.” The securities were : 
(a) Commonwealth of Australia Stock, registered in London, 
Stock Certificate deposited with U.K. Authorities to enable 
company to carry on business in United Kingdom. In- 
terest collected by company in London. £6,968 
(b) Sydney Metropolitan Water Sewerage and Drainage 
Board, Dollar Bonds issued in New York. Bought by 
company in Canada. Bonds held by company in Sydney, 
where interest collected. £3,294 
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(c) Australian Consolidated Bonds, Bonds acquired by com- 
pany in Australia and transmitted abroad to enable it to 
carry on business (1) in Canada, (2) in Thailand. 
Bonds deposited with: 
(1) Department of Insurance, Canada. £27,924 
(Interest collected by company in Sydney.) 
(2) Siamese Legation, London. £12,782 
(Interest collected by company in London.) 

Held: (1) (Rich, Starke, Dixon and McTiernan, JJ.; Latham, C.J, 
dissenting) that the Commissioner was entitled to deduct capital employed 
outside Australia in gaining income included in the company’s taxable 
profit. 

(2) That the capital invested in the Commonwealth of Australia Stock 
(vide (a) ) and in the Australian Consolidated Bonds (vide (c)) was not 
capital of the company employed in Australia within the meaning of the 
Wartime (Company) Tax Assessment Act. 

(3) That the capital invested in the Metropolitan Water Sewerage and 
Drainage Board bonds (vide (b)) was capital employed in Australia 
within the meaning of the Act. 

(Bankers and Traders Insurance Co. Ltd. v. F.C. of T. (1946) 3 
A.I.T.R.—in course ‘of publication. ) 

“The second question is directed towards the particular securities or 
assets already mentioned. The securities are all Australian securities. 
According to the cases the general rule is that securities, such as bonds, 
promissory notes, and bills of exchange which are transferable by delivery 
only and the debts or moneys secured thereby are situated in the place 
where they happen to be and that stocks or shares, transferable only by 
registration, are situated, not in the place where the certificates happen to 
be, but in the country where registration must be effected, i.e., generally, 
in the country where the company is incorporated,” per Starke, J. 

REMUNERATION Paip By Private ComPANy FOR Use oF NAME 

The taxpayer was a private company which carried on a manufacturing 
business in one State and, in another, conducted a retail business. For 
business reasons its retail business was registered in the maiden name of 
the manager’s wife, in consideration of which she was paid an amount 
equal to 334 per cent. of the net profits of the retail business. In the 
relevant year she was paid £950. The Commissioner, purporting to act 
under s. 109, disallowed £846, and allowed the company a deduction of 
£104. The services performed by the wife were merely incidental to the 
fact that she allowed her name to be used. She was never a shareholder 
of the company and there was not sufficient evidence before the Board to 
enable it to determine whether the husband was a shareholder at the 
relevant time. The claim was therefore not decided for lack of evidence. 
(11 C.T.B.R. Cas. 75.) 

On the hypothesis that the husband was a shareholder the Board 
expressed the view that the allowance of £104 was reasonable. If the 
husband was not a shareholder the Board said (in the belief that the 
agreement was not a sham, although the payment was a high reward for 
what was almost a sinecure): “We are not entitled to look bevond the 
terms of the agreement; and in view of these terms the whole of the 
payment in question should, in our opinion, be allowed as a deduction 
under s. 51 (1). The payment was clearly not of a capital nature .... (it) 
was a continuing payment for the continued use of Mrs. “A’s” name, and 
there can be no question as to the business expediency, and even necessity, 
of having and paying for the use of her name, or the name of someone else 
who could be equally trusted,” at pp. 225-226. 
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PowER OF SOVEREIGN STATE TO IMPOSE TAX ON PERSONS 
OutTsIDE Its TERRITORY 


The taxpayer company was incorporated in the United Kingdom. It 
was, however, a resident of Canada where, except for certain formalities, 
the whole of its business was conducted and where all shareholders’ and 
directors’ meetings were held. Under s.9B (2) (a) of the Canadian War 
Tax Act, non-residents of Canada are taxed in respect of all dividends 
received from “Canadian debtors.” Section 9B (4) provides that the tax 
is to be collected by the Canadian debtor, who is to withhold five per cent. 
of the dividend and remit the same to the Receiver-General of Canada. 
The taxpayer company failed to comply with the above provisions in respect 
of certain dividends paid by it to non-residents of Canada, and resisted a 
claim for payment of the tax and penalties on the grounds (1) that it was 
not a “Canadian debtor” within the meaning of the above provisions, and 
(2) that if it was a “Canadian debtor” the legislation was ultra vires the 
Parliament of Canada, notwithstanding the Statute of Westminster of 
1931. 

Held (by the Privy Council), (1) that the test to be applied in deciding 
who is a “Canadian debtor” is not the test of nationality in an individual 
or of registration in a company, but the test of residence, and therefore the 
taxpayer company was a “Canadian debtor” within the meaning of s. 9B 
(2); (2) that liability arose under the Canadian Act whether or not the 
company could be successfully sued in an ex-Canadian court for the full 
amount of the dividend; and (3) that s.3 of the Statute of Westminster, 
which provides that a Dominion shall have full power to make laws having 
extra-territorial operation, left no room for doubt that s.9B (2)(a) was 
intra vires the Parliament of Canada. By head (3) of s.91 of the British 
North American Act the Canadian Parliament was authorised to make 


laws with reference to “the raising of money by any mode or system of 
taxation.” As long as Parliament legislates with reference to such matters, 
the permitted scope of the legislation is not restricted by any consideration 
not applicable to the legislation of a fully sovereign State. Such a State 
may tax persons outside its territory. In the present case it had done so, 
and the Canadian courts must obey the enactment. (British Columbia 
Electric Railway Co. Ltd. v. Rex (1946) 62 T.L.R. 558.) 


LecAL ExpeNsEs INCURRED IN RESISTING CLAIM FOR SHARE 
OF PROCEEDS OF BUSINESS VENTURE 

The taxpayer, a wholesale butcher, arranged with a drover that the 
latter should buy cattle in a country district and drive them to the city 
market. Certain cattle were sold under this arrangement. Disputes then 
arose, and the drover took action alleging that the taxpayer and he were 
im partnership. Judgment was given in favour of the drover as to the 
existence of the partnership, but on an account being taken it was found 
that the drover was not entitled to any further payment. The taxpayer 
incurred legal and other expenses relating to the dispute amounting to 
£287. Held, claim for deduction allowed. (11 C.T.B.R. Cas. 53.) 


Bonus SHARES ARISING FROM REVALUATION OF CAPITAL ASSETS 

The taxpayer company held shares in a company whose business had 

m very prosperous. To create inner reserves and to avoid competition 
by not disclosing the extent of its profitable operations the directors of the 
operating company pursued a practice of writing down the value of fixed 
assets not merely by a normal amount of depreciation but by special excess 
depreciation. In 1936 the directors resolved to write up the book value of 
assets comprising land, buildings, plant and goodwill to figures more nearly 
B 
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agreeing with their real values. The directors themselves determined thé 
amount by which each asset should be written up, but care was taken that 
the increased values were not in excess of their real values. The total 
amount of appreciation in the value of the various assets was transferred 
to an Assets Revaluation Reserve Account. The operating company then 
declared a dividend wholly and exclusively out of the profits arising from 
the revaluation of assets which had not been acquired for the purpose of 
resale at a profit, the dividend being satisfied by the issue of the company’s 
shares. An appeal by the Commissioner from an order allowing an appeal 
by the taxpayer company against an assessment to special income tax— 
Held (affirming the decision of Owen, J. (3A.1.T.R.253) ) that the dividend 
was exempt within the meaning of s.53(c). (Hardie Investments Pty. 
Ltd. v. C. of T. (N.S.W.) (1946) 3 A.I.T.R.—in course of publication.) 

The following are extracts from the judgments of the Full High Court: 


A Revaluation Need Not be at Full Market Value of Asset 
“And it is not essential for the purpose of s. 53 (c) (Commonwealth Act, 
s. 44 (2)(b) (iii) ) that the revaluation should represent the full value of 
the assets revalued so long as it discloses profits available for dividend 
when compared with the other value contemplated by the sub-section,” per 
Starke, J. 
A Valuation or Revaluation Need Not be Made by Expert Valuers 


“There is no legal necessity for employing an outside expert to do the 
work of revaluation. The company’s officers could do it themselves, just 
as it is commonly they who make the original conservative valuation. But 
an expert is commonly employed from prudential motives, lest it should 
be objected that the course which the company has taken is a colourable 
sham, designed, not to evade income tax, but to perpetrate a fraud on the 
law of companies and the public.” Per Rich, J. 

“In revaluing assets or ascertaining profits the directors of a company 
may themselves act, but they are entitled to employ their own officers or 
skilled agents to assist them.” Per Starke, J. 


Bonus Shares out of Profits Arising from Revaluation of 
Depreciated Property 


“Dickson v. F.C. of T. (1940) 1 A.LT.R. 515 is . . . not directly m 
point where the profit relied upon is a difference between a value to which 
an asset has been written down below cost and the sum for which it is 
subsequently sold or the value to which it is subsequently written up. But 
the passages from the judgments which I have cited place the decision on 
the ground that companies are from time to time entitled to assign any 
values to their fixed assets for accounting purposes which are justified by 
sound commercial practice, and that when there is an increase betwee 
the two values this is a profit arising from a revaluation within the meaning 
of the subsection. The effect of the decision is, I think, correctly stated by 
Jordan, C.J., in Commissioner of Taxation v. Henry (1941) 41 SR 
(N.S.W.), 185, at pp. 187, 188. Light is thrown upon the meaning o 
profits in s. 53 (c) (Commonwealth Act, s. 44 (2) (b) (iii) ) by considering 
the meaning of the same word in s. 53 (b) (Commonwealth Act, s. 44 (2) 
(b) (ii), repealed by Amending Act of 1941). This subsection exempts 
from assessable income profits arising from the sale of compulsory resump 
tion for public purposes of assets if the company was not liable to tax @ 
respect of those profits under this or the previous Acts. Subsection (b) 
relates to realised profits, whereas subsection (c) relates 10 book profits 
But dividends can only lawfully be paid out of profits, and both sub 
sections must, I think, refer to profits in this sense. The word ‘profits’ i 
subsection (b) cannot be confined to the amount by which the purchase of 
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compensation moneys exceed the cost of the asset to the company. It must 
refer to the whole of these moneys which the company could lawfully 
distribute by way of dividend. Otherwise a dividend paid out to the amount 
by which these moneys exceeded the cost or, in other words, out of the 
accretion in capital value, would not be taxable, whereas a dividend paid 
out of the balance representing the original capital value would be taxable. 
The amount which could be lawfully distributed by way of dividend would 
be the amount which the company could lawfully regard as profits available 
for this purpose. This would depend upon the value assigned to the asset 
in the books of the company. If the value so assigned was its cost to the 
company, only the excess of the purchase or compensation moneys over 
the cost would be profits. But if the asset had been written down below 
cost, even if it had been written down to a nominal value, the profits would 
be the excess over the written down value, and if the value was nominal 
the whole of the purchase or compensation moneys in the absence of a 
countervailing loss would be profits which the company could distribute 
by way of dividend. The word ‘profits’ in subsection (c) must have a 
similar meaning. Profits available for distribution by way of dividend arise 
from the sale of an asset because the amount realised upon the sale exceeds 
the book value of the asset. Profits arise from the revaluation of an asset 
because the amount of the revaluation exceeds the amount at which the 
asset is at the moment of revaluation standing in the books of the company.” 
Per Williams, J. 


AUDIT AND ACCOUNTANCY FEES 
The taxpayer’s gross income from rents for the relevant year amounted 
to £10,293. He paid £520 to a manager and accountant, and this item was 
not in dispute. He also paid £63 for audit fees,and £26 for the cost of 
preparing accounts in support of a land tax relief application. Held (i) 


(by majority) that the taxpayer was not carrying on a business and the 
audit fees were not deductible; (ii) (unanimously) the payment of £26 
was an allowable deduction. (11 C.T.B.R. Cas. 24.) 


Bap Dest INCURRED IN CourRSE OF MONEY-LENDING BUSINESS 


The taxpayer company, a timber merchant, financed sawmillers with the 
object of obtaining supplies. It also built houses and financed building 
operations. The company, after valuing its security, wrote off as a bad 
debt the sum of £3,245, being part of a debt owing by a firm of sawmillers. 
Held on the facts, that the company was engaged in the business of the 
lending of money and the bad debt was an allowable deduction. (11 
CT.B.R. Cas. 26.) “In the present case the lending of money is not, in 
our opinion, a mere adjunct to the company’s business in the sense that it 
was relatively unimportant or easily severable from the other operations. 
The company here made advances to both suppliers and buyers of timber, 
and on such an extensive scale that they formed an integral part of the 
organisation.” 


SALE oF Ricuts To Use HALL For Purposes oF Picture SHow 


The taxpayer sold his rights under four separate tenancy agreements 
relating to halls in small country towns for use on Saturday nights, 
together with picture show equipment and plant. He received £1,650 in 
respect of the goodwill attached to the businesses. At the time, the 
unexpired term of each tenancy agreement was considerably less than five 
years, but the evidence was that the purchaser would have no difficulty in 
obtaining a renewal. Held, that the goodwill was purely local and that the 
amount received therefor was assessable. (11 .C.T.B.R. Cas. 8.) The 
Board did not consider that any significance should be attached to the 
laxpayer’s covenant not to compete with the purchaser for five years. 
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REMUNERATION OF DIRECTORS 


The following is a summary of the decisions of the Board of Review 
under s. 109 relating to the remuneration of directors of private companies 
contained in Vol. 11, C.T.B.R.: 

Claimed Allowed Allowed 


Case by tax- by Com- by 
No. Particulars of Company payer missioner Board 
69 Manufacturing business: £1,750 £1,394 £1,750 
Managing director’s remuneration disputed. 
Company had taken over business owned by 
managing director, who had been a pioneer 
in the industry in Australia. Success of 
company due mainly to his specialised 
knowledge and general ability. 
70 Manufacturing business: 
A (not in dispute) bd “ale ik ere 
i. 
D (not in n dispute) 
A, B and C were directors also of a . number 
of other associated companies. Total re- 
muneration received from directorships 
during relevant year = B, £5,268; C, 
£4,852. Commissioner’s view based, inter 
alia, on comparatively small amount of time 
which B and C were able to devote to 
affairs of taxpayer company. In reply, 
Board pointed out that several of associated 
companies manufactured the same kind of 
products, and experience gained in con- 
nection with one company is valuable aid in 
solving problems of others. Adequate test 
of ability to be found not so much in actual 
number of hours devoted to affairs of par- 
ticular company as in results of trading 
operations. 
71 + Pastoral business: P 
, Not dis- 
Bovine ee ee ee eS Fp f uted by 
ig gar ean er ae ee ee 2) taxpayer. 
is Sos ee ae led ad ain is onc cae 260 450 
D, sonof A... .. 260 312 
C was certified wool- classer ‘whose duties 
included selection of stock and supervision 
of clip. D specialised in servicing com- 
pany’s plant. 
72 Business of merchant: 
Managing director .. .. . £1,170 
Profit for year, £91, arrived at after. charg- 
ing salary of £1,170. 
73 Picture show business: 
Dispute concerned payments to relatives of 
managing director: 
SU. eae ee ee ee 
Very old man; services by way of car- 
pentering, repairing and supervising clean- 
ing. 
B (wife) . 
Took charge of theatre « one afternoon "each 
week. 
C (sister)— 
A director, engaged in duties about 24 
hours a week: 
NE 5.3. Sa 
. ae 
ee 
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ise Claimed Allowed Allowed 

a - b 
No. Particulars of Company y ard — Boord 
74 Manufacturing business: 

Salary of managing director (£1,500) and 

wife (£13) not in dispute. Dispute con- 

cerned additional bonus paid for year to: 

NN Ee a ae 

OE DERG EAD eae ae re ee eee 

Managing director, in effect, allowed total 

remuneration of £5,000. Company engaged 

principally in manufacturing machines de- 
signed by him. 
76 Property-owning company: 

Company owned large block of flats. “X 

& Co.” (members of which were directors 

of the company) managed the property. 

EE ie REE ee ET 

kf ee 

(1) Equivalent to 10 per cent. of gross 
rents. 

(2) Allowance made after taking into 
account repairs, etc., for year. There 
was no indication that it would be 
proper to allow similar deduction for 
other years. 

104 Pastoral business: 

Accumulated losses up to relevant year, 

£510. Profit of year, £332, after payment 

of managing director’s remuneration of 
£1,210. No dividend ever paid. 





Legal Section 


Edited by R. E. O'NEILL, A.1.c.a. 


Wuere A ComMPANY Has Power TO MAKE A CAPITAL DISTRIBUTION AND 
Makes A DISTRIBUTION OF REALISED CAPITAL PRoFITSs, THE MONEYS 
RECEIVED IN A TRUST ESTATE ARE TO BE TREATED AS CorRPUS 


Where a testator or settlor directs or permits the subject of his 
disposition to remain as shares in a company which has the power either 
of distributing its profits as dividend or of converting them into capital, 
problems of apportionment as between life-tenant and remainderman fre- 
quently arise. It was decided by the Privy Council in Hill v. Permanent 
Trustee Company of N.S.W’. [1930] A.C. 720 that a limited company, 
not in liquidation, cannot legally make any payment by way of return of 
capital to its shareholders except as a step in a properly authorised 
reduction of capital. It is considered that this principle applies even 
where a company which is not in liquidation purports to make a return 
of capital or a distribution of assets; accordingly, any moneys so received 
belong to the life-tenant. In Hill’s case (supra) a pastoral company sold 
its lands, live stock and other assets, and ceased to carry on business. The 
profits from the sale were divided among shareholders as “a distribution 
of capital assets in advance of the winding up.” It was held that the sums 
received were income and belonged to the tenants for life. 

On the other hand a company with power to increase its capital may 
properly convert accumulated profits into capital by the issue of bonus 
shares, and such bonus shares are corpus belonging to the remainderman 
(Bouch v. Sproule (1887) 12 App. Cas. 385). 

Since Hill’s case the decision of the High Court of Australia in Knowles 
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& Haslem v. Ballarat Trustees, etc., Co. Ltd. (1916) 22 C.L.R. 212 can 
no longer be regarded as an authority. There it was held that a sum paid 
by a company in anticipation of winding up and described as a “distribution 
of assets” must be treated in the trust estate as corpus to which the 
remainderman was entitled. To the contrary, also, is the decision of Eve, 
J., in In re Bates [1928] 1 Ch. 682, that profit distributed as a “capital 
dividend” must be treated as income of the life tenant. 

Notwithstanding the above decisions, it was held by Clauson, J., in 
Ringland v. Ward [1936] 1 Ch. 704 that, where the constitution of a 
company provided that any surplus arising on realisation of its capital 
assets might be distributed as capital, a sum received on a distribution so 
made was not income payable to the life tenant. This decision has now 
been followed by Roxburgh, J., (Jn re Doughty; Burridge v. Doughty 
(1946) 62 T.L.R. 525). The holder of shares in a company by his will 
gave them on trust to pay the income thereof to his widow during her life 
with remainders over. The company’s articles empowered it by reso- 
lution to divide surplus capital moneys or capital profits among the share- 
holders by way of capital distribution. After the testator’s death the 
company resolved, pursuant to this article, that there.should be declared 
out of realised capital profits an additional distribution to members of 
£99,100. It was held that the article was valid and effective, that the 
moneys received by the trustees of the will were realised capital profits, 
and must be treated as between tenant for life and remainderman as being 
wholly capital and not income. 

In giving judgment Roxburgh, J., pointed out that neither in Hill’s case 
nor in Jn re Bates was there any article authorising a capital distribution 
such as there was in Ringland v. Ward and in the case before him, and he 
said : 

“Mr. Justice Clauson dealt with Hill v. Permanent Trustee Company of New South 
Wales (supra) as follows ([1936] Ch., at p. 712): ‘It was, I think, conceded by 
counsel for the tenant for life that before the year 1930 there was no case in the 
books which laid down any principle which would be inconsistent with the decision 
which I have expressed in this judgment, but he suggested that there was to be found 
some principle laid down in a Privy Council decisioy of Hill v. Permanent Trustee 
Company of New South Walcs (supra) which precluded me from arriving at the 
decision which I have expressed. I have studied that case with some care and, so 
far as I can see, the points which are material to the present case—namely, whether 
or not there is any objection to be made to the validity of an express provision such 
as the one in this case enabling the company to make a payment by way of capital 
distribution, and as to the operation of such a provision—were not before the court 
in that case. The constitution of the company with which their Lordships were 
dealing contained nothing corresponding with article 67A, and, so far as I can see, 
no such points as I have before me are covered by anything which was decided in 
that case.’ In the result he held that article 67A was effective and that payments 
made thereunder were not ‘dividends, interest or annual income.’ 

“It seems to me that there is no difference in substance between the effect of that 
article 67A and article 104A here, or between ‘dividends, interest or annual income’ 
and ‘net income,’ and I hold that payments made pursuant to article 104A are not 
part of the ‘net income’ of the trust fund,. but are accretions to the capital thereof.” 


WHERE AN EMPLOYEF’Ss REMUNERATION CONSISTS OF A SHARE OF THE 
PROFITS OF THE Business, INCOME Tax 1s Not DEDUCTIBLE IN 
ASCERTAINING THE AMOUNT OF PROFITS 

Where the managing director of a company was entitled to a commission 
of 10 per cent. “on the net profits of the company in each year” it was held 
in Tilt v. Tilt’s Cafes Ltd. [1930] V.L.R. 31 that, in ascertaining the net 
profits for the purpose of arriving at the commission, there should first be 
deducted the amount payable by the company for income tax and the 
amount payable to the managing director as commission. Similarly, i 
Sleigh v. Watt [1930] V.L.R. 1 it was held, where a departmental managet 
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employed at a salary and a commission of 5 per cent. on the net profits of 
the department, that in ascertaining the amount of the commission the 
commission itself was deductible as an outgoing of the business. In 
Hayman v. Betta Brushware Pty. Ltd. (1946) (not yet reported) the 
New South Wales Supreme Court disapproved of the above decisions and 
refused to follow them. 

Under an oral agreement the plaintiff Hayman was to manage the 
defendant company’s business, in consideration of which the company was 
to give him half the profits. Plaintiff was to get no salary. He was 
employed under the agreement from December, 1941, to September, 1944. 
During this period he drew certain moneys from the company and it made 
certain payments on his behalf; these totalled £3,698. During the same 
period the profits of the company, leaving income tax out of account, 
amounted to £12,099. Plaintiff claimed to recover half £12,099, that is, 
£6,049, subject to a deduction of the £3,698, leaving a balance of £2,351. 
The company contended that, to arrive at the amount to which plaintiff 
was entitled, there must first be deducted from the £12,099 a sum of 
£2,688 for income tax, and that he was entitled not to one-half but only 
to one-third of the remainder, that is, to £3,137. The argument that 
plaintiff was entitled to £3,137 only was developed on the basis of the 
following calculation : 

Let X = remuneration payable to plaintiff. 


Profits before taking into account plaintiff's 
remuneration = £9,411 (£12,099 less income tax £2,688). 


Then X a == 


Therefore X a £3,177. 
Hence, since plaintiff had already received £3,698, the company claimed 


that he was liable to refund to it the sum of £561 (£3,698 — £3,137). At 
the trial, Maxwell, J., regarding himself as bound by the decision in Tilt’s 
case, dismissed the plaintiff's claim and upheld the company’s counter-claim 
for £561. Upon appeal the Full Court (Jordan, C.J., Street and Owen, 
JJ.), reversing the decision of the trial judge, unanimously held in favour 
of the plaintiff. 

The first contention for the company that the amount of profits payable 
to the plaintiff could not be determined without first taking into account 
the remuneration ultimately payable to him was rejected. Owen, J., said: 
“In my opinion it is clear that the parties contemplated that the ‘profits’ 
of the business would be first ascertained without taking into account the 
plaintiff's remuneration, and that thereafter those ‘profits’ would be divided 
equally and one-half paid to the plaintiff for his remuneration. The adop- 
tion of any other method of ascertaining the ‘profits’ for the purposes of 
this agreement seems to me necessarily to involve putting the cart before 
the horse.” 

The second contention that income tax paid or payable must be deducted 
before determining the amount of divisible profits was also rejected. After 
considering Davies Coop & Co. Ltd. v. Commonwealth (1935) 54 C.L.R. 
155; Ashton Gas Co. v. A.G. [1906] A.C. 10; Johnston v. Chestergate 
Hat Manufacturing Co. Ltd. [1915] 2 Ch. 338, where, in each case, it was 
held that income tax could not be deducted in ascertaining profits, and 
Collins v. Sedgwick [1917] 1 Ch. 179; Patent Castings Syndicate Ltd. v. 
Etherington [1919] 2 Ch. 254; and Vulcan Motor & Engineering Co. 
(1906) Ltd. v. Hampson [1921] 3 K.B. 597, where, in each case, it was 
held (distinguishing Ashton’s case on the ground that income tax was not 
payable by the company except as agent for its shareholders whilst excess 
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profits duty was payable by the company itself) that excess profits duty 
was deductible in ascertaining profits, Jordan, C.J., said: 

“Tt is difficult to extract any principle from these two [latter] decisions, 
unless it be that deductibility depends on whether the tax is paid by the 
company for itself or as agent for its shareholders, or, failing that, on 
whether there are sufficient indicia of intention that the tax should be 
deducted to take the case out of the principle upon which Ashton’s case 
was decided, the courts, however, being very ready to discover such 
indicia, even to the extent of amending the actual language of the contract 
to that end. The task of understanding and applying the two cases is not 
lightened by the fact that the first of the criteria relied on was eliminated 
by Viscount Cave in J.R. Commrs. v. Blott [1921] 2 A.C. 171 at 201, 
where His Lordship said: ‘Plainly, a company paying income tax on its 
profits does not pay it as agent for its shareholders; it pays as a taxpayer, 
and if no dividend is declared the shareholders have no direct concern in 
the payment.’ In Jolly v. F.C. of T. (50 C.L.R. 131 at 145-6) Dixon, J, 
collected a number of cases to the same effect.” 

The Chief Justice proceeded to analyse the decision in L.C. Ltd. v. G. B. 
Ollivant Lid. [1944] 1 All E.R. 510, where the House of Lords by 
majority affirmed the decision of the Court of Appeal that excess profits 
tax was deductible in ascertaining profits according to the general prin- 
ciples “of ordinary commercial practice.” His Honour then said: 

“In the light of this decision, I think that there is no general principle 
governing the operation of a contract of the type now in question. In 
every case, it depends upon the nature and terms of the contract. If it 
provides for the division of profits simpliciter, with no context to control 
the word ‘profits,’ then what has to be divided is profits, that is to say, the 
actual profits irrespective of anything which has to be paid, not as an 
incident in the earning of the profits, but because profits have been earned. 
If, however, the relevant agreement contains a provision showing a dif- 
ferent intention, effect must be given to that intention. 

“In the present case, I can see no indication of different intention. If 
it is said that the word ‘half’ creates an ambiguity because it imports 
division, and is therefore capable of justifying the inference that only 
profits divisible amongst shareholders were meant, leading to the further 
inference that income tax was to be deducted from the profits before they 
were divided, there are two answers, one general and the other special. In 
the first place, the practical operation of a provision that an employee is to 
receive, as remuneration for managing his employer’s business, half the 
profits of that business, depends upon the purpose for which it is being 
considered. As between the employer and the employee, it entitles the 
employee to half the amount, if any, by which the takings of the business 
exceed the expenses of obtaining them, unless, of course, there is something 
special in the contract to justify a reading down of the word ‘profits.’ As 
between the employer and the Income Tax Commissioner, it entitles the 
Commissioner to take into account, for income tax purposes, only so much 
of this excess as remains to the employer after the employee has received 
whatever he is entitled to have out of it, this remainder being available to 
the employer, if it is a company, for division amongst its shareholders. In 
the Ollivant case, the proportion of profits payable away by the company 
was used as a standard to fix the quantum of the instalments of a price 
payable for the acquisition of a capital asset, and therefore presumably not 
deductible for income tax purposes. It does not follow that the majority 
of the House of Lords would have decided as they did if the proportion ot 
the profits had been payable for services rendered in the acquisition of the 
profits and deductible as between the owner of the business and the taxation 
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authorities. Perhaps, where the phrase ‘profits divisible amongst share- 
holders,’ or one equivalent to that phrase, is used, in a case in which a 
company and an employee are each entitled to half, the proper method of 
adjustment is, first ascertain the profits, then ascertain what income tax 
the company is liable to pay on its half, deduct this from the total profits, 
and then give each of them half of what is left after making this deduction. 
In the second place, if there be such an ambiguity as may be suggested, 
it is legitimate to look at the subsequent conduct of the parties to resolve 
it: Watcham v. Attorney-General of East African Protectorate [1919] 
A.C. 533; O’Grady v. M. Saper Ltd. [1940] 3 All E.R. 527; and this 
removes any possibility of doubt. There are in evidence the profit and loss 
accounts of the defendant company for the six months ended 30 June 
1942, the twelve months ended 30 June 1943, and the six months ended 
31 December 1943, all prepared by the company’s accountant, who is also 
the personal accountant of Mr. Shannon, who is the managing director of 
the company and made the initial oral agreement with the plaintiff. These 
make no provision for deduction of income tax, and, after arriving at the 
net profit on this basis, show a deduction of one-half of the balance as 
‘Manager’s remuneration as arranged’; the figures so shown (less draw- 
ings) are carried into the balat.ce sheet as the plaintiff's remuneration for 
the period. There is also a draft balance sheet for the twelve months ended 
30 June 1944. This shows, as the plaintiff's remuneration for twelve 
months, £4,347/15/2, less drawings £2,125/17/9. It is not disputed that 
this was prepared on the same basis as the others. 

“In view of the new light thrown upon the incidence of English income 
tax by the Blott case in 1921, and of what was said in the Ollivant case in 
1942 and 1944, I do not think that we should regard ourselves as bound 
to apply Tilt v. Tilt’s Cafes Ltd. [1930] V.L.R. 31 and Sleigh v. Watt 
[1930] V.L.R. 1 in the decision of the present case.” 


PURCHASE OF SHARES IN A COMPANY WITH FINANCIAL ASSISTANCE 
OF THE COMPANY 


Under the Companies Act (see Eng., 1929, s. 45; N.S.W., 1936, s. 148) 
it is not lawful for a company to give, whether directly or indirectly, and 
whether by means of a loan, guarantee, the provision of security or other- 
wise, any financial assistance for the purpose of or in connection with a 
purchase made or to be made by any person of any shares in the company. 
The provision is designed to prevent schemes whereby a company might 
by indirect means purchase its own shares. In Re V.G.M. Holdings Ltd. 
[1942] 1 All E.R. 224 the Court of Appeal held that the word “purchase” 
in this provision does not include the acquisition of shares by subscription 
or allotment. In other words, the provision only applies to the case of a 
transfer of shares already issued. The provision has again been considered 
by an English court. 

J. agreed to buy the whole of the issued share capital of the V.B. 
company from certain vendors for the sum of £15,000. He paid £6,000 
down for 40 per cent. of the issued capital but required financial assistance 
for the balance of £9,000 in order to acquire the remaining 60 per cent. 
An agreement was made between J. and the C. company. As a result the C. 
company handed over three bankers’ drafts totalling £10,000 as follows: 
£8,000 in favour of two companies with which J. was connected and £2,000 
in favour of the V.B. company. The two companies which had thus been 
loaned £8,000, in turn provided J. with the whole of the sum of £9,000 
tequired and used by him in acquiring the remaining 60 per cent. of the 
issued capital of the V.B. company. Without any authority from the V.B. 
company, J. deposited the draft for £2,000 in its favour as security for an 
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overdraft of one of the two companies mentioned. A few days later the 
V.B. company opened a new account and paid in the draft for £2,000; it 
then paid £1,250 to J. Some time later the V.B. company, by a debenture, 
covenanted to pay to the C. company £10,000 and gave a charge on its 
assets to secure such payment. Accordingly, the debenture was issued by 
the V.B. company in connection with a purchase by J. of its shares. 

A receiver having been appointed, an action was brought claiming that 
the debenture issued by the V.B. company was void and of no effect, as 
having been given in contravention of s. 45. Roxburgh, J., dismissing the 
claim, held that the section does not invalidate or avoid the security to 
which it refers. The debenture was therefore valid. It was held further, 
assuming that the issue of the debenture was an illegal transaction by 
reason of s. 45, that the V.B. company could not maintain an action to be 
relieved thereof. The object of s. 45 is not to protect but to punish by fine 
a company providing security in contravention of the section. (Victor 


Battery Co. Ltd. v. Curry’s Ltd. [1946] 1 All E.R. 519.) 





Registration of Business Names in S.A. 
By W. H. Cowper, F.I1.c.A. 


On 28/11/46 assent was given to the “Registration of Business Names 
Act Amendment Act, 1946” (S.A.). 

The majority of the provisions of this Act are of an administrative nature 
only, but sections 3 and 10 should be of interest to business men in S.A. 

Section 3 repeals section 5 of the principal Act and enacts a new 
section, 5. 

Section 5 (1) provides: 

“Where a firm or individual is required to be registered under this Act 
and all the members of the firm or the individual resides outside S.A, 
there shall, in addition to the other particulars required to be furnished 
under this Act, be furnished the name and address of some person 
(not being a corporation) resident in S.A. who is authorised by the 
firm or individual to accept service on behalf of the firm or individual 
of any notices required under this Act to be served on the firm or 
individual or of any process.” 

This is a somewhat similar provision to that governing foreign cor- 
porations except that, unlike a corporation, a memorandum of appointment 
is not required tc be filed. The registration form itself operates as the 
appointment of the agent. 

Section 10 enacts section 23b, which provides: 

“If any advertisement is caused to be published by any firm, individual 
or corporation in which an address in S.A. is given as an address to 
which communications in connection with the business of the firm, 
individual or corporation may be addressed, that address shall, for the 
purposes of this Act, be deemed to be a place of business in S.A. at 
which the firm, individual or corporation carries on business, and the 
firm, individual or corporation shall, for the purposes of this Act, be 
deemed to be carrying on business under any business name stated in 
the advertisements.” 

Prior to the passing of this section a person who carried on business 
under a business name did not have to register if he did not have a place 
of business but merely used a P.O. box number. Section 23b now makes 
registration necessary. 
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CoMMONWEALTH INSTITUTE OF ACCOUNTANTS. 
CoMMONWEALTH INCOME TAx LAW AND PRACTICE. 
OcToBerR, 1946, EXAMINATIONS — MopEL ANSWERS 

By J. A. L. Gunn, F.1.c.a. 


QueEsTION 1: 

(a) What do you understand by “Deferred Maintenance”’? 

(b) What are the essentials to an allowance to a taxpayer as a deduction 
in respect of “Deferred Maintenance” ? 


Answer 1: 

(a) Section 53A (8) of the Act defines “deferred maintenance” as 
meaning the maintenance of property, whether real or personal, in 
a normal state of repair or upkeep where— 

(a) the need for the maintenance first arose in the year of income 
and prior to the termination of the present war; 

(b) the taxpayer was unable to undertake the maintenance by 
reason of circumstances attributable to the present war; and 

(c) the expenditure upon that maintenance would have been an 
allowable deduction under s. 51 or s. 53 of the Act if it had 
been actually incurred by the taxpayer. (S. 51 deals generally 
with the deductions allowable to taxpayers under the Act and 
s. 53 deals specifically with repairs allowable under the Act.) 

As the war has not yet officially terminated, taxpayers may still 

obtain a deduction for “deferred maintenance” where the conditions 

explained above apply. 

The essential requirements to an allowance as a deduction in respect 

of “deferred maintenance” are as follows: 
The taxpayer must— 

(a) during the year of income during which the need for the 
deferred maintenance first arose, make an application in writing 
to the Commissioner for the allowance thereof as a deduction; 

(b) furnish with the application a detailed statement of particulars 
of the deferred maintenance and the estimated cost thereof; and 

(c) pay to the Commissioner, at the time of making the application, 
a sum equal to the estimated cost of the deferred maintenance 
(s. 53A (2)). 

Section 53A (6) provides to the effect that if the need for main- 

tenance arose during any of the three years of income ended 30 

June, 1942, 1943 and 1944, it is deemed to have first arisen during 

year ended 30 June, 1945. 


QuesTION 2: 

(a) Certain classes of expenditure for the eradication of pests, etc., and 
the improvement of his property by a taxpayer engaged in primary pro- 
duction in Australia are allowable deductions. Give five illustrations of 
such items, 

_ (b) To what extent, if at all, is the expenditure incurred by a taxpayer 
in contesting a seat at a parliamentary election an allowable deduction? 


Answer 2: 
(a) Section 75 of the Act provides for an allowable deduction in respect 
of the following expenditure incurred in the year of income by a 
taxpayer engaged in primary production on any land in Australia: 
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(a) the eradication or extermination of animal or vegetable pests 

from the land; 

the destruction and removal of timber, scrub or undergrowth 

indigenous to the land; 

the destruction of weed or plant growth detrimental to the 

land ; 

the preparation of the land for agriculture ; 

ploughing and grassing the land for grazing purposes; and 

the draining of swamp or low-lying lands where that operation 

improves the agricultural or grazing value of the land. 
Section 74 (1) of the Act provides that expenditure incurred in the 
year of income by a taxpayer in being elected as a member, or in 
contesting an election for membership, of the Commonwealth Par- 
liament or of a State Parliament, is an allowable deduction. Where 
any expenditure so incurred is reimbursed to the candidate, or is 
paid direct on his behalf, by any other person or organisation, the 
amount so reimbursed or paid is assessable income of the candidate 
of the year of reimbursement or payment. The maximum amounts 
allowable in respect of such election expenses are £100 for members 
of the House of Representatives and £250 for Senators, being the 
limits prescribed by the Federal electoral law. 


QUESTION 3: 
What contracts to evade income tax are void for taxation purposes? 


Answer 3: 

Section 260 of the Act provides that every contract, agreement, or 
arrangement made or entered into, orally or in writing, whether before or 
after the commencement of the Act, shall so far as it has or purports to 
have the purpose or effect of in any way, directly or indirectly— 

(a) altering the incidence of any income tax; 
(b) relieving any person from liability to pay any income tax or make 
any return; 
(c) defeating, evading, or avoiding any duty or liability imposed on 
any person by the Act; or 
(d) preventing the operation of the Act in any respect, 
be absolutely void, as against the Commissioner, or in regard to any pro- 
ceeding under the Act, but without prejudice to such validity as it may 
have in any other respect or for any other purpose. It is to be observed 
that where the Commissioner successfully invokes s. 260, the relevant con- 
tract, agreement or arrangement is void only as against the Commissioner, 
and does not prejudice the contract, etc., in any other respect or for any 
other purpose. 


QUESTION 4: 

State briefly the provisions of the Income Tax Assessment Act with 
respect to the appointment, duties and liabilities of the public officer of a 
company. 

Answer 4: 

The provisions of the Act relating to the appointment, duties and 
liabilities of the public officer of a company may be summarised as follows: 

(1) Every company carrying on business in Australia, or deriving 

income from property, must at all times, unless exempted by the 
Commissioner, be represented by a public officer duly appointed by 
the company or by its duly authorised agent or attorney. ; 

(2) The public officer must be an individual person residing in Australia. 
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(3) The public officer must be appointed within three months after the 
company commences to carry on business or derive income in 
Australia and the office of public officer must be constantly filled. 

(4) The appointment of a public officer is not complete until after notice 
thereof in writing specifying the name of the officer and his address 
for service has been given to the Commissioner. 

Failure to appoint a public officer or to keep that office constantly 
filled constitutes an offence. (Penalty: £2 for every day during 
which the failure continues. ) 

The public officer is answerable for the doing of all such things as 
are required to be done by the company under the Act or the regu- 
lations, and in case of default he is liable to the same penalties. 
Any proceedings under the Act taken against the public officer are 
deemed to have been taken against the company, and the company 
is liable jointly with the public officer for any penalty imposed upon 
him (s. 252). 


QuesTIoN 5: 

State in general terms the formula under which “Concessional Rebates” 
are calculated for resident taxpayers. 

Name ten “Concessional Rebates.” 

Answer 5: 

In the case of resident individual taxpayers, “concessional rebates” are 
calculated by applying to the amounts subject to the concessional rebates 
the personal exertion rate of tax appropriate to the total taxable income 
of the taxpayer. The personal exertion rate is applied to the rebateable 
amount irrespective of the nature of the taxpayer’s income. In the case 
of dependants of a taxpayer, the amount of rebate is limited to specified 
maximum amounts. 

In the case of a resident company, “concessional rebates” are calculated 
by applying to the amounts subject to the concessional rebates the rate 
appropriate to the taxable income of the company. 

The formula of calculating the concessional rebates for non-resident 
individual taxpayers and non-resident companies is the same as applies to 
resident individual taxpayers and resident companies respectively, but the 
concessional rebates in the case of non-resident taxpayers (individuals and 
companies) are limited to the gifts and rates and land taxes specified in 
s. 160 (2) (g) and (h) of the Act. 

“Concessional rebates” are allowed in, respect of the following: 
Maximum amount Maximum amount 
subject to rebate. of rebate. 

(1) Spouse of taxpayer 

(s. 160 (2) (a)) £125 £45 

(2) Female relative in charge of 
taxpayer’s children under 
16 years of age where tax- 
payer is a widower or 
widow (s. 160 (2) (a)) 

(3) Daughter-housekeeper where 
taxpayer is widower or 
widow (s. 160 (2) (aa) ) 

(4) Housekeeper in charge of 
children under 16 years 
of age where taxpayer is 
widower or widow (s. 160 


(2) (ab)) 
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(5) First child under 16 years of 

; age (s. 160 (2) (b) (i)) 

(6) Child or children under 16 
years of age after first child 
under that age (s. 160 (2) 
(b) (ii)) ~ 
(7) Invalid child 16 years or over 
(s. 160 (2) (ba) ) 

(8) Student children between 16 
and 18 years of age (s. 160 
(2) (bb) ) 

(9) Dependant mother 
(s. 160 (2) (c) ) 

(10) Medical and hospital ex- 
penses, payments to nurse 
or chemist as provided by 
s. 160 (2) (d) (i) 

(11) Dental expenses 
(s. 160 (2) (d) (ii) 

(12) Optical expenses 
(s. 160 (2) (d) (iii) ) 


(13) Payments to personal attend- 
ant where taxpayer, his 
or her spouse, or children 
under 21 years, blind or 
permanently confined to 
bed or invalid chair (s. 160 
(2) (d) (iv) ) 

(14) Artificial limb, artificial eye 
or hearing aid (s. 160 (2) 
(da) ) 

(15) Funeral, burial or cremation 
expenses in respect of death 
of spouse or children under 
21 years of age (s. 160 (2) 
(e)) 

(16) Life assurance premiums, etc. 
on life of taxpayer, spouse 
or children (no age limit) 

(17) Gifts to public charitable in- 
stitutions, etc., as provided 
by s. 160 (2) (g) 


(18) Rates and Federal and State 
Land Taxes as provided by 
s. 160 (2) (h) 


ACCOUNTANT Feb.-Mat 
Maximum amount Maximum amount 
subject to rebate. of rebate. 


£75 £45 


£30 £8 
each child each child 


£75 £45 


£75 £45 
each child each child 


£100 £45 


£50 for 
each person 
including (11), 
(12) and (13) 

£10 for 
each person 


£50 for 
each person 
including (10), 
(11) and (13) 


£50 for 
each person 
including (10), 
(11), (12) and 
(13) 


No limit 


£20 
£100 
Taxable income 


No limit — 


The above table is a brief summary of the complicated provisions relating 
to concessional rebates. Space does not permit to explain the refinements 
and conditions applicable to each item. 





THE AUSTRALIAN ACCOUNTANT 


QuEsTION 6: 

Define the terms “Net Income” and “Partnership Loss” in relation to a 
partnership. 
Answer 6: 

Section 90 of the Act defines “net income,” in relation to a partnership, 
as meaning the assessable income of the partnership, calculated as if the 
partnership were a taxpayer, less all allowable deductions except the losses 
of previous years. 

“Partnership loss” is defined by the same section as meaning the excess, 
if any, of the allowable deductions, except the losses of previous years, 
over the assessable income of a partnership, calculated as if the partnership 
were a taxpayer. 


” 


QUESTION 7: 

To what extent, if at all, is any amount received by way of insurance in 
respect of loss of trading stock to be included in the assessable income of 
a taxpayer ? 

Answer 7: 

Section 26 (j) (i) provides that the assessable income of a taxpayer shall 
include any amount received by way of insurance or indemnity for or in 
respect of any loss or trading stock which would have been taken into 
account in computing the taxable income if the loss had not occurred. 


QuesTION 8: 
In what circumstances would a loan by a company to one of its share- 


holders be deemed to be income in the hands of the shareholder and liable 
to assessment ? 
Answer 8: 

If any amounts are advanced on any assets distributed by a private 
company to any of its shareholders by way of advances or loans, so much, 
if any, of those advances or loans as in the opinion of the Commissioner 
represents distributions of income are, for all purposes of the Act, deemed 
to be dividends paid by the company to those shareholders out of the 
pyfits derived by it (s. 108 (1)). 

t is to be observed that the treatment as dividends of loans by a private 
company to its shareholders is dependent upon the opinion of the Com- 
missioner. 





AGENCY OF NECESSITY 
ActTuaL CoMMERCIAL NECESSITY TO SELL THE Goops 

A correspondent has directed attention to a discrepancy in two accounts 
given of the facts and decision in a case of some interest relating to the 
doctrine of agency and necessity. The accounts in question are those given 
ina lecture by Dr. A. D. Ellis (now His Honour Judge Ellis) before the 
Commonwealth Accountants’ Students’ Society on April 17, 1929, on page 
5 of the printed lecture and in Charlesworth’s Mercantile Law, 6th ed., 
pp. 107-8. 

_ correspondence was referred to a Barrister at Law, who advises as 
follows : 


Dr. Ellis’ statement is as follows: 


“Before the war, a British firm of furriers carrying on business in 
London had become agents for the furrier to the Court of Roumania. This 
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business was carried on, despite the war, until 1916, when German troops 
overran Roumania, completely cutting off communication between Rouw- 
mania and the London firm. A large stock of furs was in London at the 
time belonging to the furrier to the Court of Roumania. The London 
agents had no means of getting them out to Roumania or of getting in- 
structions as to their disposal. Before the war was over these furs were 
commencing to deteriorate, and the London furriers, without orders from 
their Roumanian principal, sold them for what they would bring. As soon 
as the war was over, the Roumanian furrier sent to London and asked his 
agents there to forward the furs at once. The firm replied that it had sold 
the furs for what they could get, and offered to account for the price. The 
Roumanian furrier brought an action against his English agent for wrong- 
fully selling the furs, but the court held that, in the circumstances, the 
agents were agents of necessity, and were quite within their rights in selling 
the furs.” 

On the other hand, Dr. Charlesworth’s note reads: 

“Prager v. Blatspiel, Stamp & Heacock Lid. (1924) 1 K.B. 566.—S as 
agents for P, in 1915 and 1916, bought skins to the value of £1,900 to be 
despatched to P, who was a fur merchant in Roumania. P paid for the 
skins. Owing to the occupation of Roumania by the German forces, it 
was impossible to send the skins to P, or to communicate with him. In 
1917 and 1918, S sold the skins, which had increased in value. Held, as 
the skins were not likely to deteriorate in value if properly stored, there 
was no necessity for the sale, and S was liable in damages to P.” 

An examination of the report discloses that what McCordie, J., decided 
on the critical point was that while the furs in question might have de- 
teriorated slightly in quality, their value was steadily rising, and if properly 
stored little deterioration would occur. They had been bought by the 
plaintiff in time of war so that he might have a stock ready when peace 
arrived. 

There were three major issues between the parties. For the plaintiffs it 
was contended that the doctrine of agency of necessity was confined to 
cases of carriers of goods and of acceptors of bills of exchange for the 
honour of the drawer. This contention His Lordship rejected. He held 
the doctrine extended to persons in the situation of the defendant who were 
unable either to deliver the goods to their purchaser, the plaintiff, abroad, 
or to communicate with him. This issue was therefore resolved in’ favour 
of the defendants. 

The next point was whether an actual commercial necessity for the sale 
existed. Having regard to the facts as to the appreciation in value of the 
furs and the plaintiff’s purpose in buying them, it was held that no such 
necessity arose. It is clear law that if there is no such necessity, agency of 
the assets does not exist. 

Thirdly, McCordie, J., decided that in selling the defendants did not act 
bona fide in the interests of the plaintiff. Again it is clear that the agent 
of necessity ‘must act bona fide in the interests of his principal. 

Either of the last two points was in itself decisive in favour of the 
plaintiff, who obtained judgment accordingly. 

Dr. Charlesworth’s account is therefore substantially correct. Dr. Ells 


was probably concerned principally with illustrating the rule laid down by 
McCordie, J., as to the ambit of the doctrine under consideration rather 
than with the question of whether the defendants were justified in th 
circumstances as they existed in actually selling—i.e., with the possible 
extent of the doctrine rather than with its application to the particular facts 
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Australian Mercantile Law 
By J. H. Trorrer, Lv.B., A.1.¢.A. 


LAW OF CONTRACT (Continued) 


DISCHARGE OF CONTRACT 
A contract may; be dissolved in the following ways: 
1. Performance. 4. Impossibility of Performance. 
2. Agreement. 5. Breach. 
3. Operation of Law. 
We shall also consider in this section the discharge of the right of action 


for breach of contract. 
1. PERFORMANCE 


The normal mode by which a contract is discharged is by the performance 
by the parties of their obligations thereunder. 
Distinguish 
(a) performance by one of the parties of his duties under an executory 
contract (i.e., contract where there are outstanding liabilities on 
both sides). Until the contract is performed on the other side 
also, it is not discharged ; 
(b) performance of the outstanding liability, under an executed con- 
tract, which dissolves the contract. 
Performance by Payment of Money-Tender 
The liability of a party under a contract may be in relation to acts or 
forbearances of various kinds. One sort of liability is a liability to pay 
money, and two matters in relation to discharging that liability should be 
noted. 
(a) Performance by payment. 
(b) Attempted performance by payment (tender). 


Payment 

1. Payment may be made under the terms of the original contract or 
under a substituted contract. 

2. Payment by bill, note or cheque. Such payment may be 

(a) absolute, or 
(b) conditional. 

(a) Absolute payment occurs when payment is made in money or where 
a bill of exchange (including a cheque) or promissory note is taken in 
absolute satisfaction. In such a case the other party (the creditor) relies 
on the bill or note only, and if dishonoured he can sue only on such bill 
or note and cannot rely on the original contract. The onus is on the party 
making payment to show that the bill or note was taken in absolute 
discharge of the liability. 

(b) Conditional payment, i.e., where payment is made by promissory 
note, bill or cheque, and the payment is not shown to be taken in absolute 
discharge of the liability. In such a case, if the bill, note or cheque is 
dishonoured, the payee may if he choose revert to his right under the 
original contract, and sue thereunder, or he may sue on the bill, note or 
cheque. The payee’s rights under the original contract are merely 
suspended during the currency of the instrument. 

3. Payment by Post. The posting of a cheque or other instrument or 
of money, which is lost before it reaches the creditor, does not amount to 
payment, unless the creditor has requested the debtor to pay in that manner, 
m which case he will be taken to run the risk of any loss which may 
secur. The mere fact that the debtor had over a long period been in the 
habit of paying amounts due to the creditor by post, without objection, will 
hot amount to a request to pay by post. But such a request may be implied 
where the money has to be forwarded from a distant place. Even then, 
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however, the debtor should take no unnecessary risk such as sending a large 
sum of money in notes through the post. 

4. Payment of a smaller sum. Payment of a smaller sum cannot of itself 
discharge a larger sum. 

5. Appropriation of payments. Where several distinct debts are owing 
by a debtor to his creditor, the debtor has the right, when he makes a 
payment, to appropriate the money to any of the debts that he pleases, and 
the creditor is bound, if he takes the money, to apply it in the manner 
directed by the debtor. If the debtor does not, either expressly or impliedly, 
make an appropriation at the time when he makes the payment, the right 
of appropriation is with the creditor. 

The following rules should be noted: 

(a) An appropriation by the debtor need not be in express terms; an 
intention to appropriate may be inferred from the nature of the transaction 
or the circumstances of the case. 

Thus where there are two amounts due, say £45 and £35, and an amount 
of £35 is paid, that would imply an appropriation to the debt of £35, 
especially if the £45 debt were, say, already barred by the Statute of 
Limitations. 

(b) The debtor’s right to appropriate the payment to whatever debt he 
chooses must be exercised expressly or impliedly at the time of payment. 

(c) Payments are presumed to be intended to be applied to the payment 
of interest before principal. 

(d) The creditor, if the debtor has made no appropriation, may appro- 
priate the payment to any debt he chooses at any time. The election need 
not be in express terms and may be declared by bringing an action for 
other amounts due or in any other way which shows the creditor’s inten- 
tion, and he may appropriate the payment to a debt which is barred by the 
Statute of Limitations, or which is unenforceable because of some formal 
defect in the contract from which it arises. 

(e) The right of appropriation by the creditor does not arise in the 
case of an account current. There is a presumption, in this case, that any 
payment is intended to be placed against the charges in the order of their 
occurrence, i.e., the first item on the debit side is intended to be discharged 
or reduced first. Evidence may, however, be given that the debtor intended 
that the payment should be appropriated in a different manner and that it 
was accepted by the creditor on those terms. 


Tender (Attempted Performance) 

Tender is attempted performance. The term is applied both to attempted 
performance of a promise such as a promise to supply goods or services 
or do some other act and to the tender of money. In the former case, 
attempted performance by the promisor according to the terms of the 
contract such as delivery of goods, if refused by the other party, discharges 
the contract and the promisor may either maintain or defend successfully 
an action for breach of the contract. On the other hand, where the liability 
is for the payment of money, tender by the debtor does not discharge the 
debt. The creditor, while he must continue to be willing to pay the debt, 
need not again seek out the creditor (the general rule is that the creditor 
must seek out the debtor), and if he is sued for the debt he can successfully 
defend the action if he pays the money into court. The creditor thus may 
get the money out of court, but normally will have to pay the debtor’s costs 
in relation to the action. 

The tender must not be subject to any conditions but must be absolute 
and of the full amount due. Unless otherwise agreed, the other party 1s 
entitled to legal tender, which must be such that the creditor is not called 
upon to give change. The rules of legal tender are as follows: 
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Gold coin and notes are legal tender for any amount up to 40 shillings 

and copper coins for any amount up to 12 pence. 
2. AGREEMENT 

Contract is based on the agreement of the parties. As it is by their 
agreement that they are bound, so, by agreement, the bond may be loosed. 

A contract may be discharged by agreement in the following ways: 

(a) By mere cancellation of the original agreement; or 

(b) By substituted contract. 

(c) By provision for discharge contained in the contract itself. 


(a) Cancellation 

(i) Waiver. Where a contract is still executory (i.e., there remains 
something to be done by each party) the contract may be discharged by an 
agreement, the consideration for the promise to release either party being 
the abandonment by the other of his rights under the contract. This effects 
a rescission of the contract. 

(ii) Release. Where a contract is executed on one side (i.e., there 
remains something to be done by one party only), then the contract cannot 
be discharged by agreement unless the agreement is under seal or a fresh 
consideration is given. In other words, the right to performance of a 
contract can be abandoned only by release under seal or for consideration. 

(iii) Bills of Exchange and Promissory Notes. The rule in relation to 
bills of exchange and promissory notes is an exception to the general rule. 
The rights under these instruments may be abandoned, without considera- 
tion, either by delivery of the bill or note to its acceptor or maker or by 
waiver in writing. 

(b) Substituted Contract 

A contract may be discharged by a subsequent contract or by such an 
alteration in the original terms as substitute a new contract for the original 
one. An alteration of the parties to a contract has the same effect. A 
common example of the cancellation of a contract and the substitution of a 
new one is novation, mentioned in the previous section (Operation of Con- 
tract), where one debtor is substituted for another with the consent of the 
creditor. 

It is not necessary for a contract discharging a prior contract to be in 
the same form as the prior one. Thus a contract under seal may be dis- 
charged by a simple contract, written or oral. So a contract in writing 
may be discharged by an oral contract, and this is so even if the former 
contract was required by law to be-evidenced in writing by the Sale of 
Goods Act or the Statute of Frauds. However, if the original contract was 
required to be evidenced in writing, then although it may be cancelled by 
2 subsequent oral agreement, it may not be effectively varied in that way. 
A mere variation is in effect an introduction of new terms into the original 
contract which thereby becomes unenforceable since it ceases to be wholly 
evidenced in writing. Thus while such an oral variation of the terms of 
the original contract as does not displace the original contract makes it 
unenforceable, an oral variatiori which amounts to a substitution of a new 
contract cancels the old one. The substituted contract may, of course, be 
itself unenforceable, for want of writing. In this case it will be effective 
to cancel the original contract but unexecuted terms of the new contract 
cannot be enforced, through lack of writing. Whether a variation is merely 
a variation or displaces the original contract is a matter of degree depending 
on all the circumstances of the case. 

The substituted agreement must, unless it is under seal, be supported by 
consideration. So, where one party to a contract has completely performed 
his part and the outstanding liability of the other party is the payment of 
4 sum of money, the contract cannot be discharged by a mere promise to 
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pay a lesser amount, since there would be no consideration for the surrender 
of the remainder. If, however, agreement were made to give something 
different in kind from that which was already due—e.g., a chattel, or a fixed 
instead of an uncertain sum—there would be sufficient consideration to 
support the promise to discharge the contract. So, also, if the promise to 
discharge the original contract were under seal, it would be binding. 

The question of an agreement to abandon a right of action for breach of 
contract, which is closely related to this subject, will be dealt with under 
“Discharge of Right of Action for Breach.” 

(c) Provision for Discharge in Contract 

A contract may contain within itself provision, express or implied, for 
its discharge in certain circumstances. 

(i) Determination of Continuing Contract. A continuing contract may 
contain, a provision making it determinable at the will of one or other of 
the parties upon certain terms; for example, a service agreement may 
provide for the determination of the employment by the giving of certain 
notice by either party. 

(ii) Condition Precedent. This is a term in a contract which makes 
the coming into existence of the contractual obligation dependent on the 
fulfilment of some condition, e.g., a contract to purchase a motor car on 
condition that it is a 1929 model. 

(iii) Condition Subsequent. This is a term in a contract providing for 
the discharge of one or both of the parties from further liability on the 
fulfilment of some condition, or the occurrence of some event; for example, 
in a contract to carry goods by sea, a provision that on the happening of 
certain events, such as tempest or other “acts of God,” the person 
responsible for the carriage will be discharged of liability in certain respects. 
Such a clause is common in charter parties (i.e., for the chartering of a 
ship). 





3. OPERATION OF Law 

A contract may be discharged independently of the wishes of the parties, 
i.e., by operation of law— 

(1) Bankruptcy. Ifa party liable under a contract becomes bankrupt, 
his property (including rights under any contracts) passes to his official 
receiver or trustee. Persons to whom the bankrupt is liable under con- 
tract or otherwise may prove in the bankrupt estate. The trustee or 
official receiver may repudiate onerous contracts of the bankrupt. When 
the affairs of the bankrupt have been wound up he is generally given a 
discharge by the court which releases him from all debts provable in the 
bankruptcy other than certain debts such as those arising from fraud and 
other matters. 

(2) Material Alteration. Ifa material alteration, by addition or erasure, 
is made in a written instrument by or on behalf of a party thereto or by 
someone for his benefit while the instrument is in his possession, then, 
unless the alteration is made with the consent of the other party or by 
accident or mistake, the other party may treat the contract as discharged. 
There are special provisions in the Bills of Exchange Act in relation to 
bills of exchange. 

(3) Merger. When the parties to a simple contract embody its contents 
in a deed executed by both parties, the simple contract is discharged and 
is replaced by the deed. The simple contract is said to have merged in the 
deed. The lower obligation merges into the higher. So when a judgment 
is obtained upon a cause of action the cause of action merges in the 
judgment. 

4. IMPOSSIBILITY OF PERFORMANCE (SUBSEQUENT IMPOSSIBILITY) 
This will be discussed in the next issue. 
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Obituary 


By the death on December 9th, 1946, of Mr. S. W. Griffith, F.1.c.a., 
in his sixty-fifth year, the Commonwealth Institute of Accountants and the 
profession generally has lost the services and influence of one whose whole 
career has been devoted to the advancement of accountancy practice and 
the maintenance of the high status of the profession. 

Mr. Griffith was senior partner in the firm of Jamieson, Griffith & Byatt, 
Chartered Accountants (Aust.), of 39 Martin Place, Sydney. As President 
of the New South Wales Institute of Accountants he played an important 
part in the fusion of that Institute with the Commonwealth Institute in 
1930. He then became a member of the N.S.W. Divisional Council of 
the Commonwealth Institute and still held that position at the date of his 
passing. During that period he served a term of office as State President. 
In 1936 Mr. Griffith was appointed to the General Council of the Institute, 
holding the position of Vice-President in 1937 and General President in 
1938-1939. His activities as a general councillor embraced valuable work 
on the Education, Executive, Membership, Public Finance, and Parlia- 
mentary and Laws Committees. He was also a member of the Board of 
Examiners and performed much valuable work as the member of a special 
committee formed to mould the Institute’s policy on the registration of 
accountants. In 1938 Mr. Griffith contributed an article on the Company 
Laws of Australia for reading at the International Congress of Accounting 
held in Berlin and in many other ways he made valuable contributions to 
the accountancy literature of the Commonwealth and to the forward policy 
of the Commonwealth Institute of Accountants, of which he was elected a 
Life Member in 1946. 

Apart from all these Institute activities which were maintained up to 
the date of his death, Mr. Griffith unreservedly devoted himself to many 
other public duties, amongst these being Deputy Chairman of the Advisory 
Accountancy Panel, Defence Department (from 1939), Controller of 
Finance (N.S.W.), Ministry of Munitions (from 1941), Finance Member 
of the Australian Shipbuilding Board (from 1941), and a member of the 
Council of the National Rifle Association. 

Mr. Griffith was also actively associated with the Australian Natives’ 
Association over a period of approximately 40 years. He was secretary of 
the N.S.W. branch of that Association in its early days, and subsequently 
took a very active part in the formation of the Federal Council of the 
Association. He held the office of Chief President of New South Wales 
from 1929 to 1942, which represented a record term for this office. 

In 1939 he became Federal President of the Australian Natives’ 
Association, which office he held until last year, when he retired owing to 
ill-health. 

Amongst this hurly-burly of professional and public activities Mr. 
Griffith found time to interest himself in such recreational pursuits as golf 
and fly-fishing, and his fund of interesting anecdotes always found ready 
audiences. 

The Institute can ill afford to lose the services and guidance of one so 
well equipped as Mr. S. W. Griffith. 

In many ways rugged, yet always kindly disposed, at times dominating, 
but never domineering, with an ever-present desire to encourage and help 
the younger members of his profession and those needing guidance, “Griff” 
will be sadly missed in the many spheres of his influence. 

In extending the sympathy of the members of this Institute to his widow 
and relatives, may they be assured that abundant records of a worthy life 
will always remain in our archives. 
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Materials Control 
By H. JACKSON, A.I.C.A. 


Irrespective of the size of a factory organisation, some form of control 
over raw materials must be in existence to allow the business to be 
run at its utmost efficiency. The method of control will depend almost 
entirely upon the nature of the business, its internal organisation and the 
size and number of its products. The basic aims of any control should 
be to have the materials available when they are required; to restrict 
waste; to abolish mis-use and theft and to provide the necessary data 
for accounting, and the preparation of costs. The accounting depart- 
ment is then in a position to prepare periodical financial statements at 
much shorter intervals than would be possible where adequate materials 
control was non-existent, and the value of stocks could only be accurately 
ascertained by physical stock-taking. 

Certain functional classifications in any system of contro] are more 
or less obvious. These are :— 


1. Buying. 
2. Receiving and storage. 
3. Issue. 


4. Accounting. 
The size of and division of responsibility in each of the above depart- 
ments will vary in each individual case. 


Buying or Procurement.—The person in charge of buying is the 
executive responsibility for ensuring that sufficient materials, parts and 
components are on hand, to enable the completion of production, either 
in the form of job orders or repetition production according to a planned 
programme. It will be obvious that to facilitate the efficient running of 
a factory organisation, procurement must be organised as far as pos- 
sible. Indiscriminate purchase, with little regard to the requirements of 
the production programme on the job orders on hand, can only result 
in inefficiency. Thus, certain materials may be overstocked and some 
understocked, and in the event of serious shortage and difficulty of 
obtaining delivery, production may be held up. Overstocking may result 
in crowding of store space, necessitating dispersal to other sections, and 
creating inefficiency in the store’s organisation. From the financial aspect 
it means that an unwarranted amount of money is locked up in certain 
materials, and which could have been put to better use. 

Where the manufacturing business involves a continuous repetition 
process, the buying can be based upon the planned production pro- 
gramme, according to the division of that programme into units made 
per day, week or month. Thus, if the production programme is based 
on ten units per week involving, say, 1,000 feet of copper tubing, the 
procurement department can organise a long-range plan to ensure the 
delivery of that material. However, in the case of manufacture to job 
orders only, work will not be commenced until a specific order 1s 
received. In such cases long-range planning of procurement is not pos- 
sible to the same extent, and the bulk of materials required may not 
be ordered until it is known what the job calls for. 

It is unlikely that every contingency can be provided for in any 
buying plan, and, if possible, some allowance should be made for varia- 
tions in production, either by an increase or decrease on the budgeted 


figure. 
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factors governing the organisation of buying are :— 
The quantity of the various materials required to fulfil the pro- 
duction programme or job orders received. 
The minimum and maximum volume of each item of material 
to be stocked. The minimum volume is determined on the prin- 
ciple of not understocking and the maximum volume on the 
principle of not overstocking. 
The general state of the buying market with particular emphasis 
on the time of delivery from the date of the order. This may 
apply with particular force to imported materials. 


The storage space available. Normally, this should be sufficient 
to carry all materials required, but an increased production pro- 
gramme may necessitate a revision of the minimum and maxi- 
mum volumes. 

The internal organisation of the buying department will vary accord- 
ing to individual needs. In the larger concerns, there may be a Head- 
buyer, with several Sub-buyers working under him. In addition, there 
will be the general clerks and stenographers of the procurement depart- 
ment. Each Sub-buyer may be given the responsibility of purchasing 
for a separate production department or for a separate factory. The 
Chart of Organisation may run on the following lines: 


Head buyer 





Sub-buyer Sub-buyer Sub-buyer Sub-buyer 
Department A Department B Department C Department D 























Records clerks Prices clerks Stenographers 


Generally, the duties of the procurement department will be as 
follows :— 

To ensure a continuous flow of materials for production as 
required. 
To ensure that the material is to the correct sizes and specifica- 
tions as laid down by the production department. 
To obtain quotes and enter into contracts for the supply of 
materials. 
Arranging for delivery and the return of unsuitable material. 
To buy at the most economical price. 
To follow-up all orders placed with suppliers. 
To keep all records necessary for the department. 
To acquire detailed knowledge of the market conditions affect- 
ing the business. 


The procedure for purchasing materials is usually commenced with 
irequisition from the production department to the buying department, 
fiving particulars of the materials required. It should be settled from 
he beginning which persons directly concerned with production are 
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to have authority to issue purchase requisitions. The following ruling 
gives all the necessary information :— 


PURCHASE REQUISITION 


Please order the following : 





Quantity | Size | No. | Weight Description 
































For Production Department. 





Required By 





OUD: US cc lnc 








Issued By i (Signature) | See 





Approved By..... (Signature) 
|  .  Sennananee ence Re 








Two copies will be required, one retained by the production depart- 
ment and the other given to the buying department. When received by 
the latter, it can be checked against any records of previous orders or 
quotations. It may then be checked against the stock record, and if the 
materials required are held in stock in sufficient quantities, the requi- 
sition can then be returned to the department which issued it, marked 
“goods in stock.” 

Where some materials are carried on the basis of having at least a 
fixed minimum in stock, the procedure for purchase may originate 
from the person in charge of Stock Records, and will take the form of 
a Shortage Slip, issued to the buying department. This could be ruled 
on the following lines :— 


SHORTAGE SLIP No. Ro esisescntiiccabiniaanoiaiion 








Material Fixed Fixed 
Cod No Description Maximum | Minimum | In Stock 
ie No. Quantity | Quantity 























Stock Record Section Issued By (Signature) 





The buying department will place the order for the material with 
the outside supplier, an official order-form to be made out. It should bk 
a cardinal rule that orders given by telephone, or personally to travellers 
shall be covered by a proper order-form on the supplier. This is neces 
sary to obviate mistakes and place on record the materials ordered. 





M 
ili 





epart: 
ed by 
TS OF 
if the 
requi- 
arked 


east 3 
ginate 
rm of 


ruled 


snatutt) 
1 with 
yuld be 
vellers, 

neces 


1947 THE AUSTRALIAN ACCOUNTANT 85 


It is necessary that an order should :— 


1. Be numbered and dated. 

2. Be addressed to supplier. 

3. Adequately describe the materials required, giving all relevant 
particulars as to weights and measurements, etc. 

4. Give all necessary delivery instructions. 

5. Request that the order numbers be shown on all invoices of the 
supplier and quoted in any correspondence. 

6. State the prices where known, or refer to any official quotation 
from the supplier. 

7. Be signed by the purchaser, quoting any Sales Tax Certificate 


number where applicable. 


Generally, three copies of each order will be required for distribution, 
as foilows :— 


1. The original to be supplied. 

2. One copy to the Stores Department for checking against 
deliveries. If advisable, prices and quotations could be omitted 
from this copy. 

3. One copy retained by the Buying Department for record 
purposes. 

Additional copies may be required, depending upon the organisation 
of each factory. For instance, one copy may be given to the Accounts 
Department for budget or forecast purposes. 

The Buying Department should keep its own internal records, and 
have an efficient follow-up system, to ensure the completion of all 
orders placed. If, owing to exceptional circumstances, delivery cannot 
be obtained by the required date, the production department should be 
informed to enable them to take the necessary action. 

For follow-up purposes it is advisable to take out a schedule of all 
orders placed, classified according to the type of material ordered. 
Deliveries received are entered against the order number, and thus it 
can be readily seen what deliveries are outstanding. The following rul- 
ing is suggested :-— 


SCHEDULE OF ORDER PLACED 
For Aluminium Sheet 





iov.| 1) J. Brown & Co [100 |6’ x 3’ x -018} Nov. |30)/Nov. | 5| 50 | 50 ||Nov.| 7} 40 | 10 |/Nov. /20) 10 | — 


To be Deliveries 





Date Supplier Qty. Sizes pleted 











by Date /Qty.| Baljj Date |Qty.| Balj] Date |Qty.| Bal.j| Remarks 





» | 9} A.B.C. Co. Ltd. |200 |6’ x 3’ x -036|Nov. |20/) ,, [15/200 | — —|- -—|- 
» |12) Smith & Jones | 50 |6’ x3’ x -072|Nov. |20)] ,, [14] 40 | 10 ||Nov. |16) 10 | — —ji— 










































































Receiving and Storage—The receiving section may be either part of 
the general store under the direct supervision of the Chief Storeman, 
a separate unit altogether. Whatever the organisation may be, the 
sponsibility of the receiving section is to receive the materials ordered 
ad to ensure that quantities and sizes are correct and then to pass them 
m for proper storage. 
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The person in charge of the receiving section, or the Chief Store 
man, depending upon the organisation, should check the material received 
with the Stores Department copy of the purchase order. This should 
be done whenever possible, as the materials arrive, and before signing 
the delivery dockets. However, in the case of large quantities or bulk 
materials, this check may have to be deferred. In such cases where there 
is a discrepancy between the materials ordered and those received, a 
Discrepancy Docket should be made out and given to the Buying Depart- 
ment to allow them to arrange for the return of the wrong materials, 
Of course, when the materials are checked as they arrive, delivery is not 
taken in the event of error. The following is a ruling of the Discrepancy 
Docket :— 





DISCREPANCY DOCKET 
No. 1 


Date : 20/11/46 
Order No. : 756 For: Aluminium Sheet 





Order Specified : 200 Sheets 4,” Gauge 
Received On: 19/11/46 200 Sheets 4,” Gauge 
Material at Present Located: Receiving Section 


J. Brown 
(Signature) 











In some cases it may be necessary for the foreman, engineer or some 
responsible officer of the Production Department to inspect certain 
material as to some technical details. This information should be con- 
veyed to the Buying Department on the Purchase Requisition and the 
copy of the purchase order for the Stores Department should be 
marked : 

“To be inspected by 

An Inspection Docket will be made out on the receiving section and 
signed by the person carrying out the inspection. The docket should 
be made out in duplicate, the original going to the Buying Department 
and the duplicate retained in the receiving section. 





INSPECTION DOCKET 


Inspected By 








Date of Inspection 


Remarks 


























The delivery docket for the materials received should be forwarded 
to the Buying Department, and retained by them for checking against 
invoices from the supplier. Alternatively, the delivery dockets can be 
retained in the receiving section, and the Daily Receiving Report made 
out by them and handed to the Buying Department at the end of each 
day. In place of a Daily Receiving Report, it may be considered advis 
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able to complete a separate Receiving Report for each lot of material 
received. 

The organisation of the storeroom and stores department will vary 
in each individual case. The Chief Storeman will be in charge of all 
storage and issues, and will supervise the work of those under him. In 
the larger concerns a stores clerk may be necessary to look after all the 
stores records. 


The duties of the storeman are generally as follows :— 


To receive the materials direct, or to take them from the 
receiving section. 

To store them in the proper bins or sections. 

To ensure that all materials are adequately protected against 
damage, dust, grease, etc., as may be necessary. 

To issue the materials required for production. 

To keep the necessary stores records or to supervise the work 
done by someone else (usually a stores clerk). 

To see. that the storeroom is kept clean and tidy. 

To train employees under him. 

To supervise any physical stock-taking. 

To make periodical checks of quantities on hand. 

To report any shortages or theft. 

When the materials have been inspected or checked, or both, they 
should then be placed in the various bins. In a good store layout, 
materials of a similar nature should be grouped in the one section. This 
often facilitates issue to production centres. Bin Cards to receive 
receipts and issues of material should be kept for each item, and are 
usually fastened to the front of the respective bins. These cards are 
entered up by the storeman. The actual quantity in the bin should agree 
with the balance shown on the bin card, and this, in turn, should agree 
with the stock card records. Occasionally, however, small differences 
will occur. The following is a simple ruling of a bin card :— 





BIN CARD 
I ial 
Code Name Or Numbe®.cen...cccccccssssssscssssssssssssseeeee 


Description Of Material ........ccccccscsssesmsseneen 
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Generally, it is not advisable to change bins continually and shift the 
location of materials. Not only is this likely to cause a certain amount 
of confusion, but it usually involves a lot of time and trouble. Of 
course, in a major re-organisation of the stores department, it will 
be unavoidable. 

The storeman should keep, in a book alphabetically divided, a Bin 
Reference List, showing the location of all materials in their respective 
bins. In the event of doubt as to the. location of any particular item, 
reference can be made to this list. 


BIN REFERENCE LIST 





Part No. Section 
or Description of Material Number 


Code Name 

















Stores layout and organisation is generally the responsibility of the 
Factory Manager. It is advisable for him to seek the co-operation of 
engineers and production executives to get a better picture of the 
problem of delivering or issuing materials to the production centres. 
Various factors will need consideration, including :— 


1. Design, construction and general lay-out of the factory premises. 
2. Arrangement of plant and equipment. 

3. Method of issue and conveyance to production centres. 

4. General space available for the storeroom. 


The ideal situation for the storeroom, circumstances. permitting, is for 
it to be centrally placed, with easy access to each production centre, 
thus saving time and labour. The bins and storage racks should be 
designed with the view to gaining the utmost efficiency and care of 
handling, according to the nature of the material handled. Steel or 
wooden bins may be used. The latter are certainly the least expensive, 
and can be constructed by the factory employees to the requirments of 
each case. However, they need replacement at more frequent intervals 
than steel bins, being more easily damaged and, in addition, they add 
to the fire risk. The space required for each item of material will depend 
upon :— 

1. The quantity to be normally stocked. 
2. The size and shape of the material. 
3. The method of storage. 

The storeroom should be properly equipped for ease and efficiency 
in handling materials. Usually, this includes such equipment as packing, 
scales, ladders, trolleys, etc. 


Issue of Materials—Only authorised persons should be allowed to 
enter the storeroom, and then not for the purpose of removing materials 
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from the bins. It should be a definite rule that no material 1s to be 
issued from the store without the authority of a properly signed requi- 
sition. The responsibility for this must rest directly with the chief 
storeman. 
The requisition on the store to issue materials may originate from :— 
1. The production department, in accordance with the daily or 
weekly programme. 
2. The foreman or executives of production centres as the material 
is required. 
The requisition should be ruled to suit the requirements of each par- 
ticular factory, but usually it should include the following information: 
1. Description of the material with the addition of code names 
and part numbers if necessary. 
2. Quantity required. 
3. Place for delivery and date required. 
4. Signature of issuing storeman and of person receiving. 


STORES REQUISITION 


Charge To Job No 


Process No Material Required Authorised By 





Code Name Description Quantity 
































Butived By... nena (Signature) Entered Stores Records........ 
Ee Entered Cost Records ....ccccccccccesne 





_ Before setting up the organisation relative to the issue of materials, 
twill be necessary to give consideration to the method of delivery to 
production centres. This will, of course, depend upon the type of manu- 
lature carried on, and the general factory organisation. The method of 
tlivery or issue to production may be one of the following, or a com- 
bination of two or more :— 


1. Workmen may go to the storeman with the signed requisition as 
they, or the foreman, require materials. 

2. Production centres or departments may collect the required 
materials at specified intervals, such as daily or twice daily. 

3. The storeroom may deliver to the various production centres or 
departments. 
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4. Bulk delivery to sub-stores in the different production centres 
or departments. 
5. Some form of mechanical delivery, such as conveyor belts, ete, 


At least two copies will be required, one retained by the storeman 
and one by the person receiving the materials. The copy retained by 
the storeman will eventually be handed to the accounts department for 
costing purposes. Sometimes a third copy may be desirable, this to be 
given immediately to the accounts department. 

It is essential that the units shown in the quantity column should be 
in accordance with the stock cards or costing records. Thus, if the 
stock card records show quantities of aluminium sheets in pounds 
weight, the requisition should show so many pounds and not so many 
sheets. When there is likely to be any confusion, a list showing the 
Unit of Stores Issue should be given to all persons who make out or 
authorise the stores requisitions, as follows :— 


UNITS OF STORES ISSUE 





Material Sizes Unit of Issue 





Aluminium Sheet a a on ms na various pounds 
Bakelite 
Bakelite Tubing .. en - i - - , feet 











On some occasions material may be returned to the storeman, and the 
storeman should issue a Material Credit Voucher, one copy going to the 
person returning the specified material and one copy retained in the 
storeroom, until required by the accounts department. The voucher 
will be on similar lines to a stores requisition, and can be printed on 
red paper to make it easily distinguishable. 

Accounting.—For accounting purposes it is necessary that particulars 
of all materials received (creditors’ invoices) and issued (for stock 
records and costing purposes) be given. 

Creditors’ invoices will be checked by the Buying Department against 
orders, deliveries, etc., and then passed to the Accounting Department 
for entry in the usual purchase journal records. The Buying Depart 
ment should indicate that the prices, quantities, etc., are correct, and 
that the invoice is authentic. This can be done by means of a rubber 
stamp impression on the invoice as follows :— 





TO ACCOUNTS DEPARTMENT 


Order No 





ee eee ee 


a) 


——_——_- 
Signatures 





Prices Correct 


Additions and Extensions Checked 





Order Authorised By. 





Debit Account 











Purchase Journal Folio. 
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Generally, it will be necessary to keep stock card records of materials 
received and used. The design of the stock cards will depend upon the 
information desired to be shown. The card may simply show _ the 
receipts and issues and balance on hand, or, in addition to this, give 
the money value of the stock on hand. A separate card will be necessary 
for each item of material carried, and for each size and type. The 
stock cards will be entered up from the order, delivery docket, receiving 
report, invoices, and stores requisitions. The following is a ruling 
adequate for a simple stock record card, showing quantities only :— 


STOCK CARD 


Material................... ; - catiaees Section No. 
Code Name................... Bin No. 


Maximum Quantity. Ee 


Minimum Quantity j SNOT nn CORE, 


EF 





Ordered Received Issued 
Balance 





on Hand 


| 
Order No. |Quantity Voucher No. |Quantity Date Req. No.| Quantity 
























































The requisitions when received by the Accounts Department will be 
priced on one of the following methods :— 


1. 


Signatures 





Actual Cost. This means that each lot of materials purchased 
must be identified on records, and each issue must be related to 
a specific purchase lot. 


Average Cost. This may be a simple average of prices or a 
weighted average of quantities purchased. 


First-in First-out Cost. When materials are purchased at dif- 
ferent prices they are considered to be issued in the order of 
purchase. 


Highest Cost. The requisitions are priced on the basis of using 
the highest-priced materials first. 


Market-value Costs. The materials are priced on the requisitions 
at the current market cost, irrespective of the actual cost 
involved. 


In the case of a standard cost system, the method of pricing requi- 
fons will be the standard price as determined. 
The basic account to record purchases and issues of Materials will be 


*Raw Materials A/c. This account is debited with the cost of materials 





~ 
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purchased, and credited with the cost of material issued. The balance of 
the account, within the limits of whichever one of the above costing 
methods may be adopted, should represent the actual cost of materials 
on hand, and this, in turn, should agree with the stock card records, 
and the result of any physical stock-taking. 

When the requisitions are priced they should be entered in a special 
journal for charging to various jobs or processes. This journal could be 
ruled on the following lines :— 


MATERIALS COST JOURNAL 
Issues for month of July, 1946 





Switches 
Condensers and 
Lamps 


Aluminium}| Copper . ’ 
Sheet Tubing Bakelite 





300]... 
100 |.|. 
35 |.|. |} 700 | . 



































| | rt 







































































Raw Materiats A/c. 


By Issues 1378 


Work-IN-Procress A/c. 

To Issues :— 

Aluminium 410 
Copper Tubing 35 
Valves 700 
Bakelite 98 
Condensers 90 
Switches and Lamps 45 . 

Although materials control _ stock records provide a_ perpetual 
inventory of stock on hand, physical stock-taking is necessary for check- 
ing purposes. Where large stocks of many items are carried, certain 
lots may be counted at regular intervals so that, over the financial 
accounting period, a complete check of all stocks has been made. 
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The Progress of Reconversion in Britain During 1946, 
and Prospects for 1947 


By SAMUEL Hays, B.coM. (HONS.), F.S.S. 


Although marked progress was made towards the re-establishment of a 
peacetime economy in Britain during 1946, this progress was by no means 
uniform. Nor did it reach the level which had confidently been expected 
by the general public. The beginning of 1947 still finds Britain under a 
reign of austerity ; shortages of foodstuffs and consumer goods are almost 
as pronounced as they were a year earlier. Indeed, bread rationing was 
introduced for the first time in Britain’s history in the middle of 1946 and 
was continued for an unexpectedly long period. But the year 1946 was not 
without its more cheerful side and the purpose of this article is to present 
as balanced a view as possible of the process of reconversion and to 
estimate, as dispassionately as may be, the prospects for 1947. 

(1) Employment. Demobilisation of the Armed Forces and auxiliary 
services went on apace. Some 24 million persons re-entered civilian life 
during the year, making a total of 34 million since June, 1945. Along with 
this reduction in the Fighting Services, there was a parallel release of men 
engaged in making equipment and supplies for the Armed Forces. At the 
end of 1945, 1-6 million persons were so engaged ; by the end of 1946 this 
figure was less than half a million. Thus, a large reservoir of manpower 
was made available for producing goods for the home market and for 
export during the year. However, part of this influx of manpower was 
cancelled by the tendency of married women to leave industry and to 
resume domestic occupations in their own homes. Nevertheless, the num- 
ber of persons engaged in providing manufactured goods for home and 
overseas rose from 4°6 millions on January Ist to about 6°8 millions at 
the end of the year. This total was higher by 950,000 than the figure for 
mid-1939, This immense changeover of occupation was accompanied by 
aremarkably low degree of unemployment. During the year the number 
of persons registered as unemployed varied between 300,000 and 400,000, 
or about 24 per cent. of the insured population. This unemployment was 
due to a geographical maldistribution of the demand and supply of labour 
and in no way indicated an overall excess of supply over demand. In fact, 
the opposite was true; labour was Britain’s scarcest commodity in 1946 
and the reconversion process was considerably handicapped by this short- 
age. Fuil employment has been an accomplished fact in Britain for some 
six years now and the working classes have been enjoying a higher standard 
of living than at any previous time. One very pleasing feature of the past 
year was the comparative freedom from industrial disputes. There were 
a number of unofficial strikes which caused much inconvenience to the 
general public by restricting the supply of gas in London and by disrupting 
bus services up and down the country, but there was no major stoppage 
which had the approval of the trade unions concerned. There was a 
tendency for wages rates to rise more sharply during 1946 than in earlier 
years, but this was probably due to the large number of post-war agree- 
ments of a semi-permanent character made by employers’ and employees’ 
tpresentatives which were intended to ensure a higher standard for the 
workers than existed prior to 1939. Earnings were generally somewhat 
lower in 1946 than in the war years on account of the reduction in over- 
ime and elimination of Sunday work. There was little evidence that output 
per man increased during 1946; the evidence is rather to the contrary, and 
0 this extent the benefits of full employment are somewhat illusory. Full 
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employment is the lot of primitive savages. Unless it is accompanied in a 
highly industrialised community by an increasing production per man-hour 
it may result in a lowering of living standards on account of higher costs 
and prices thereby engendered. 

(2) Finance and Taxation. The danger of inflation was present through- 
out 1946. Price controls were maintained and heavy subsidies paid by the 
Government to stabilise food prices, no less than £370 millions being spent 
in this way, or £8 per head of the population. The retail price level, as 
measured by the Cost-of-Living Index,* remained steady throughout the 
year at a figure of about 35 per cent. above September, 1939. Nevertheless, 
there was always a situation existing in which “too much money was 
chasing too few goods,” to quote the words of the Chancellor of the 
Exchequer. It is highly probable that when the national accounts are 
closed at the end of the financial year, March 31st, 1947, there will be 
found to be only a small gap between income and expenditure. But the 
threat of inflation has been one reason why the Government has been unable 
to reduce taxation to any marked degree. Clearly, it would be unwise to 
free too much purchasing power until more goods are available in the 
shops. Income tax (standard rate) was reduced from 10/- in £1 to 9/- 
last April, and small reliefs to earned incomes came into operation in 
October. Family allowances at the rate of 5/- for each child of school age 
beyond the first came into operation in August, and old age pensions were 
increased substantially towards the end of the year. A small start was 
made in repaying post-war credits, but the combined effect of all these 
was small in comparison with the total purchasing power in the hands of 
the public. Savings campaigns have been continued with as much zest as 
in the war days, but with not so conspicuous a success. However, a con- 
siderable volume of purchasing power was drained off in this way. Rates 
of interest were maintained at an extremely low level throughout the year. 

(3) Industrial Production. In certain industries, the levels of pro- 
duction reached during 1946 have been eminently satisfactory; in others 
the results have been disappointing. Production of iron and steel, at about 
8 million and 13 million tons respectively during the year, was at the 
highest level yet recorded. None the less, a shortage of sheet steel began 
to make itself felt in the last quarter of 1946. Coal output was in the 
neighbourhood of 190 million tons for the year (including open-cast coal), 
which represents but little change on 1945, albeit a reduction of 40 million 
tons as compared with pre-war days. There was no coal available for 
export and the amounts supplied to domestic consumers have been strictly 
limited for a number of years now. Some dislocation of industrial pro- 
duction was caused in the early part of the year on account of fuel shortage. 
This shortage is a real danger spot and if it becomes worse the entire 
reconversion programme may be thrown out of gear. During the war the 
chemical and engineering industries were built up to a very high level of 
employment and efficiency, since they were the main source of equipment 
and supplies for the Forces. In order to attract the requisite manpower, 
wages and working conditions were made comparatively favourable. In 
general, too, these industries were not called upon to provide personnel 
for the Services to the same extent as the consumer goods industries. 
Consequently, when the war came to an end these industries were 
adequately manned and they have shown a remarkable resilience. The 
output of most engineering products was at a considerably higher rate at 
the end of 1946 than in 1938. The output of passenger cars (none of 
which were made for the public from 1940 to 1945) had not quite reached 
pre-war level; that of commercial vehicles was considerably higher. Loco- 

*This index probably understates the true rise in prices. 
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motives, pumping plant, steam engines, prime movers, etc., were all show- 
ing higher production rates than in 1938. Exports of these goods were 
also at a high level—far higher than before the war. On the other hand, 
the production of consumer goods, with the exception of those made by 
electrical engineering firms such as electric irons, fires, kettles and vacuum 
cleaners, had not nearly reached the 1938 level. The production of foot- 
wear, textiles, clothing, linoleum, furniture, pottery, etc., was disappoint- 
ingly low. In the main this was due to the manpower shortage in these 
industries. During the war the activities of these industries were severely 
curtailed or directed to the provision of supplies for the Armed Forces. 
These industries, together with distribution in its various forms, were the 
main reservoir of personnel for the Services. When the war came to an 
end these industries were seriously undermanned, and in spite of de- 
mobilisation and the great reduction which has taken place in the number 
of men producing supplies for the Forces, manpower has not been recruited 
to any appreciable extent. This is mainly due to the fact that wages and 
working conditions in these trades are not so attractive as those in the 
engineering and chemical industries. Thus, the industrial economy in 
Britain is tending to become rather unbalanced: there are more people 
engaged in the capital goods industries than the long term demand is likely 
to call for. At the same time, the production of consumer goods and the 
distributive trades languish through lack of personnel. The minority of 
citizens are unimpressed by mounting exports so long as queues continue 
and toys, household goods (apart from electrical supplies), clothing and 
footwear are so hard to come by. 

(4) The Export Drive. At the beginning of the year it was anticipated 
that Britain would have an unfavourable balance of about £750 millions at 
the end of 1946. But exports have developed so well that the gap between 
imports and exports is not likely now to exceed £450 millions. This is all 
the more surprising since no coal is available for export, and shipments of 
textiles are much lower than in pre-war days. Nevertheless, this great 
improvement in the export trade (1946 exports were much higher in value 
and about equal in volume to 1938) has been the result of a sacrificial policy 
on the part of Britain. To a country crying out for consumer goods, it is 
not easy to agree to half the production of cars, one-third of the production 
of radio sets, etc., being exported. But the need to balance our foreign 
trade has been fairly and squarely accepted by the people. 

(5) Food. Basic rations remained practically unchanged during 1946; 
such small changes as did occur were in a downward direction. The intro- 
duction of bread rationing served to,emphasise the fact that world shortages 
accounted, in some measure, for the continuation and extension of restric- 
tions in Britain. There was some improvement in the supplies of non-basic 
tationed foods, and fruit was more in evidence than was the case a year 
earlier. A contributory factor to the apparent shortage of certain food- 
stuffs, and such commodities as milk, beer and tobacco, was the increased 
consumption as compared with pre-war days. The standard of living of 
the working classes was so very much higher than in 1938 that the increased 
demand caused thereby was considerably in excess of pre-war figures. Milk 
seems always to be in short supply but liquid consumption during 1946 
averaged 11i million gallons per month as compared with 72 million in 
1938. However, the shortages of some foodstuffs were real enough. Shell 
tggs were a rarity and the supply of dried eggs, an extremely valuable 
standby for the British housewife, was suddenly cut off on account of the 
shortage of dollar currency. Britain owes much, however, to the generosity 
of Australia and the other Dominions who have contributed those most 
welcome additions to the somewhat monotonous diet of her citizens. 
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The passing into law of the Loan Agreement with U.S.A. and Canad 
has not yet materially altered the situation. For reasons given later it is 
essential for Britain to conserve her dollar reserves as long as possible and 
comparatively little of the loans had been drawn upon by the end of 1946, 

(6) Housing. The problem of catching up the leeway caused by the 
complete cessation of all house-building in September, 1939, and the re- 
building of war-destroyed houses is of major importance in Britain’s 
economy. The Minister of Health, who is in charge of the housing pro- 
gramme, has stated that some 750,000 houses will be required to provide 
for present needs. The bulk of the housing problem has to be under- 
taken by Government departments and municipal bodies. Some 160,00 
temporary houses, made of wood, concrete or aluminium (the latter type 
should last fifty years) are being provided by the Ministries of Supply and 
Works. Just over half this number had been completed at the end of 1946, 
Some 35,000 or so permanent houses had also been built. So far, the 
municipal authorities have not achieved spectacular results ; their efforts up 
to the present have been largely preparatory. 1947 should, however, see 
some 250,000-280,000 houses completed, with a monthly rate of 30,000 or 
more at the end of the year. By this time, half the required houses will 
have been built. There are at present some shortages in the supply of 
bricks and housing fitments. 

1946, then, has had its bright spots and its disappointments. The public 
has enjoyed during the past summer, for the first time, the full benefit of 
holidays with pay. Travelling conditions, though far from ideal, are much 
better than a year ago. Much grumbling is heard about the slowness of 
the return to normal conditions, but there is no real resentment and 
there is a full appreciation of the difficult problems still to be solved. 

(7) Prospects for 1947. “Hope springs eternal in the human breast,” 
and it is natural at the close of a year which has failed, by a considerable 
margin, to come up to expectations, to look forward to brighter conditions 
in the next twelve months. Are these hopes likely to be fulfilled? If the 
supply of consumer goods is to bd appreciably increased during 1947 and 
industrial production to be maintained at its present high level, two difficult 
problems must be solved. First, there must be a switch of labour from 
the industries making capital equipment to those making consumer goods. 
And this switch must be made without upsetting the intricate wage level 
agreements which have come into operation during 1946. When it is 
recalled that the consumer goods industries are not so attractive financially, 
and from the point of view of working conditions, as the engineering and 
allied trades, and that wholesale wage increases cannot be given to one sét 
of industries without causing a demand for a general revision of wage 
rates, the problem is seen in its true perspective. And, the last thing the 
Government wants to happen is a competitive rise in wage rates. The 
problem may, however, solve itself by a slackening off in the demand for 
capital goods. This is not likely to happen yet; the sellers’ market, both 
at home and abroad, should continue at the present level until the fourth 
quarter of 1947 at the earliest. Capital equipment projects of the various 
public bodies and corporations can be deferred, unless they are absolutely 
essential, until such times as the general demand has fallen off somewhat. 
The second problem, equally difficult, is the coal question. Any reduction 
in Britain’s coal output during the winter of 1946/47 will have the most 
serious repercussions on industrial production: industry is at present exist- 
ing on a hand-to-mouth basis and electricity supplies are constantly being 
reduced. The possibility of unemployment rising to 1 million on account 
of fuel shortage must not be ruled out. The crux of the problem is shortagt 
of labour. Wages and other conditions in the coal mining industry have 
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improved greatly in the last few years, mechanisation has gone ahead 
slowly, but total manpower engaged has declined, output per man fallen 
and absenteeism increased. A potential source of additional manpower 
could be provided by the Poles now in Britain, but trade union opinion is 
against this. At the best, Britain may get through the winter with not 
more than stringent restrictions on the domestic and industrial consumption 
of fuel, gas and electricity. At the worst, widespread industrial dislocation 
may occur. 

The loans made by U.S. and Canada will of course prove of great 
value in the period necessary for Britain to bring her export trade more 
nearly equal to imports. But the rise in U.S. prices is causing a devaluation 
of the loan, and the financial conditions attached to it will prove a handicap 
to Britain. From the beginning of 1947 sterling must become a convertible 
currency. Britain must pay in gold or dollars any unfavourable balance 
which may arise through trading. But this convertibility principle will 
not apply to most European countries. War shattered economies will 
maintain their inconvertible currencies until such times as their production 
and export trade have recovered—which may take years. Any favourable 
balance which Britain may build up with these countries can only accumu- 
late as credits or wipe off existing debits ; they cannot be used in settlement 
of unfavourable balances incurred elsewhere. Since Britain is likely to export 
far more to war shattered countries than import from such areas, she will, 
in effect, be financing their recovery by loans, at the same time as she is 
drawing on loans made to her by U.S.A. and Canada. It is precisely those 
countries from which Britain must obtain most of her foodstuffs and raw 
materials—U.S.A., Canada, Argentine, Sweden, and the like—that she will 
have an unfavourable balance of trade. Thus, although Britain’s total 
exports may soon approach her imports, this one-sided convertibility can 
only act to Britain’s disadvantage. The British Treasury must carefully 
conserve all gold and dollar reserves until such times as more European 
currencies become convertible. Imports from North America and other 
“hard” currencies will therefore still be restricted during the next two or 
three years, and the hope of greatly increased supplies of foodstuffs in 1947 
is likely to be vain. Little relaxation in rationing scales can therefore be 
expected ; imported fruit may be more plentiful, but it is an even chance 
that petrol rationing will continue, at least until the middle of 1947. 
Britain’s long term export prospects are disturbing. At the moment we 
are building up an export trade in commodities not exported in quantity 
in pre-war days, whilst our pre-war staple exports—coal and cotton 
goods—have either ceased or are but a fraction of their pre-war amount. 
Some of these newly-won exports will remain when the sellers’ market has 
come to an end, but competition from U.S.A. and increased home supplies 
in importing countries will certainly reduce the total volume. Britain may 
then have real cause to regret the drop in coal and textile production— 
part of which, however, can properly be ascribed to full mobilisation for 
Wat purposes. 
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The Teaching of Accountancy 


By L. GOLDBERG, M.COM., A.I.C.A. 


V. Tue FunctTION, PREPARATION AND PRESENTATION OF ACCOUNTING 
REPORTS 


Although the form of accounting reports should dominate the design of 
the accounting system, the information actually contained in the records 
themselves of necessity governs the content of the accounting reports 
prepared from them. The purpose of the books of account is to record 
events; the function of the reports is to summarise the effects of these 
events. 

Accounting reports are prepared by the accountant (or under his 
direction) for others who may or may not be conversant with the account- 
ing system in force, who may or may not possess a technical knowledge 
of accountancy, who may or may not recognise the conventions within 
which accounting is practised and the external doctrines to which it is 
subject. The reports are the outward expression, so to speak, of the 
accounting records and it is by them that the efficiency of the accountant 
and the adequacy of the accounting system which he operates are usually 
judged; they constitute the link between the records and their inter- 
pretation. Hence, the reporting function is clearly one of the most 
important factors to be considered in the study of accounting. 

Fundamentally, the function of an accounting report is to present 
information to the reader; it is not an end in itself and unless it imparts 
the information it is intended to convey it is useless. Clarity of expression 
in the report is therefore more important than adherence to technical form. 
And the manner in which information is presented is governed by the 
nature of the information itself and the purpose for which it is required. 
The accountant, in preparing his reports, should ask himself what, in the 
light of these considerations, is the fairest and most useful expression of 
the information contained in his records. And one of the responsibilities 
of the teacher of accounting is the obligation to impress upon his students 
the notion that whether or not they may in practice be subject to any 
restrictions on account of external policy (that is to say, external to the 
scope of accounting proper) they should strive as accountants (and stu 
dents) to submit their reports in the fairest and most useful manner. 

The fundamental justification of preparing reports is as a means to 
control. In order.to manage affairs effectively—whether they be one’s own 
or those of another person or of an organisation—appropriate and adequate 
information is essential. Further, where control is to a greater or lesser 
extent delegated to others, a factor of accountability to the ultimate con- 
trollers is introduced. In the field of corporate management, for example, 
shareholders appoint representatives (directors) to manage affairs on their 
behalf and these directors report periodically to the shareholders on the 
results of their management in a fiduciary. capacity on the one hand and, 
on the other, to assist the shareholders in their judgment regarding 
their investment. Delegation may be carried through several stages—the 
directors, for example, may appoint district or departmental managers, and 
these in turn select foremen, supervisors and so on; at each stage reports 
are necessary as a measure of the results of administration. 

It is important for a student of accountancy to understand this relation 
of reporting to delegation and accountability in order to appreciate the 
reporting function in a proper perspective and to distinguish clearly between 
the reporting and other functions of accounting. 
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~ Not all reports are written ; neither are they all financial ; but accounting 


reports are generally regarded as regular, written, financial summaries of 
economic performance. It will be readily appreciated that the variety and 
number of accounting reports required and prepared in practice are very 
great. Most of them apply to the circumstances of particular enterprises, 
but there are a few which have a general application and acceptance, 
particularly the Statement of Resources or Balance Sheet, and the Revenue, 
Operating or Profit and Loss Statement. The former presents an over- 
all statement at a particular date of the resources owned and/or being used 
by the enterprise and the sources from which the funds for their acquisition 
have come ; the latter presents a summary showing the sources from which 
revenue has been derived during a specific period and the costs and charges 
against such revenue, together with a statement of allocations of the 
residual income. As we have already seen, these two reports have a 
dominating influence over the technical characteristics of the recording 
processes. 

Where the proprietors or members of anh enterprise delegate its man- 
agement to others the managers will need considerably more detailed 
information for the control of day-to-day transactions and operations than 
their principals, who are more interested in a broader and longer view of 
the concern’s affairs; hence, although a balance sheet and revenue state- 
ment are submitted to proprietors, they are generally a condensation of 
reports prepared for managerial purposes. In the case of companies the 
publication of the reports submitted to shareholders has meant also that 
any information so made available becomes accessible to competitors. The 
practical result of this (whether justified or not) has been a minimum 
revelation of information in the published reports—in the desire of manage- 
ment to hide information from competitors, shareholders have sometimes 
been given scarcely sufficient to guide their judgment as investors. This 
application of a policy of non-disclosure has been particularly noticeable in 
the revenue statement, which rarely—in this country at least—gives more 
information than is legally required under the Companies Acts. 

In addition to these two statements which give a general view of the 

fnancial position of an enterprise and which may be regarded as the 
necessary general-purpose accounting reports, the management requires 
the preparation of a number of special-purpose reports and statements 
tmphasising particular aspects. These are inevitably adapted to their 
particular purposes, and consideration of their features is generally left for 
an advanced stage of study in accounting. The principal features of the 
balance sheet and revenue statement, being of practically universal inci- 
dence, may well, however, be studied and emphasised at a relatively early 
stage. 
_ Although, owing to essential differences between various enterprises, it 
Sunwise to attempt to lay down rigid forms for these accounting reports, 
there are certain general considerations which can be prescribed because 
of their wide application. 

These reports are, in the first place, a direct result of the application of 
the accounting period convention. Within the lifetime of an enterprise each 
laance sheet is an interim assessment of its financial position, and each 
ftvenue statement is an interim financial assessment of its operating 
«tivity. Both are prepared from the accounting records which, as we 
have already seen, translate into technical form not only those transactions 
which are objective events but also those estimates and applications of 
lidgment which are fundamentally anticipations of future contingencies. 
The balance sheet is historical in character, giving the result of transactions 
Which have taken’ place and of the application of subjective judgment to 
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some of those transactions. Intangible assets, for example, which canng 
be attributed to any particular past transactions are not included in 
balance sheet ; that is to say, an item such as goodwill is shown if it can i 
shown to have been purchased (together with other assets), but is not 
normally included where it has been built up as a result of eftorts the 
payment for which has been otherwise identified as, say, productive wages 
(on producing high quality products) or selling expenses (producing 
customer goodwill). The executive and administrative organisation of an 
enterprise, although it may in fact be one of its most important assets, may 
not appear at all in its balance sheet because it has been identified over a 
number of years with salaries, fees and wages. 

Again, the statements are prepared for an enterprise as a going concer, 
that is, on the basis that it has an assured future existence. The balance 
sheet is a statement of the financial position of a concern which normally 
has a large part of its funds invested in assets held with a view to their 
subsequent consumption in operations. The amounts at which these (fixed) 
assets are stated in the balance sheet do not represent the results of periodic 
appraisals of replacement prices ; they represent that portion of original cos 
which remains to be charged against the operations of future accounting 
periods. In other words, depreciation of a fixed asset is simply an allocation 
of original asset-cost over the accounting periods covered by the assets 
effective working life for the enterprise which owns it. 

Of all the accounting reports the balance sheet is the most widely used 
In the published accounts of companies it is not only usually given mor 
emphasis than other statements, but in a great number of cases it is th 
only statement published with sufficient detail to permit satisfacton 
analysis. Since it shows the status of each equity in the enterprise iti 
important to both investors and creditors, particularly short-term crediton 
whose chief interest lies in the probable cash position of the enterpris 
when their debts become due. For the information of proprietors am 
long-term creditors, the importance of trends in financial relationship 
makes necessary consideration of a series of balance sheets. 

Despite its importance and its practical dominance among accounting 
reports, the balance sheet is subject to certain limitations which must | 
recognised if undue emphasis upon, and misleading interpretation from, ti 
information which it contains are to be avoided. It must be rememberel 
for example, that technically a balance sheet is a list of balances of account 
which remain open after the income and expense accounts have been closd 
off ; it is the residual statement in the double entry process. This meat 
that the values placed upon many of the items on the assets side depen 
upon the methods and policies of income determination. As has bet 
indicated, they do not and are not meant to represent realisable values, at 
the distinction between such assets as bank balances, marketable securitié 
and other repositories of current funds on the one hand and investments 
premises, plant and other technical production factors on the other m 
be recognised and constantly borne in mind. There are, further, mat 
factors which have an important bearing on the financial standing of 4 
enterprise which find no place in the balance sheet. Such elements 4 
earning capacity, managerial and administrative efficiency and loyal 
reputation, and so on may be of very great importance in determining 4 
value of an enterprise but they are not accounted for in the double ent 
records and accordingly do not appear in any balance sheet. 

Although the balance sheet is technically prepared from ledger accoll 
balances it is more than a mere list of debits and credits. As a finant 
report it is used by interested parties on the basis of the information wit 
it contains, and appropriate presentation greatly facilitates its intellig® 
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‘use. As in all accounting reports, clarity is more important than mere 


technical form; it is not an end in itself, neither is it a fundamental part 
of the recording process, which could be carried out quite satisfactorily 
without the preparation of a balance sheet. Its preparation, however, 
forms a highly important part of the reporting function; and the essence of 
the reporting function is to impart relevant information to the people 
entitled to it. Hence the items in a balance sheet need not be described 
by the ledger account titles, but are often more appropriately indicated by 
a caption descriptive of their specific characteristics; some balance sheet 
items may represent a combination of several ledger balances. 
A balance sheet should be both lucid and comprehensive and the attain- 
ment of these qualities is facilitated by: 
(a) Arranging the items into a few main groups; 
(b) Arranging both items and groups in a logical and consistent order ; 
(c) The use of proper headings for the groups and items, with indenta- 
tions to show their relationship to each other ; 
(d) The use of subsidiary columns for details and main columns for 
totals. 
Subject to certain refinements noted below, a sound basic classification 
of balance sheet items is represented by the following diagram: 


Assets equal Equities 








| | | | | | | | 


Liquid Circulating Tangible Intangible Current Deferred Contributed Accumulated 


We have in a previous article examined generally the nature of assets 


and equities and we need only note here that items should not be included 
ina balance sheet as assets unless— 


(i) the enterprise owns them; 
(ii) it has acquired them at a cost; and 
(iii) they are of value to the enterprise. 


When items which conform to these conditions, or to the first and third 
but not the second, are not shown in a balance sheet there exists a secret 
or hidden reserve; no item which does appear, however, can be exempted 
from conformity to these desiderata. 

The first broad classification of assets is into the current and fixed 
categories. Current assets represent immediate purchasing power and 
those which are convertible into purchasing power within a short space of 
time by means of the process of sale and/or collection in the ordinary 
course of activity. They include such items as cash, book debts, stocks of 
merchandise and prepayments. Fixed assets are those which are held more 
permanently with the implied intention that they are being used to carry 
om the activities of the enterprise; they comprise such assets as land, 
buildings, machinery, equipment, rolling stock, furniture, and so on. 

Current assets in turn may be classified into liquid and circulating items. 
The former can be made available immediately into purchasing power ; for 
txample, cash in hand and at bank, and readily realisable securities. 
Circulating assets will be converted into purchasing power in the ordinary 
course of activity and can be made available not immediately, but in the 
tatively near future ; for example, book debts (which have to be collected) 
and stocks of merchandise (which have to be sold). 

The characteristic of fixed assets is that they represent unamortised 
txpenditure. They are designated as fixed tangible assets if they exist in 
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a finite and palpable form, such as the examples mentioned above ; they are 
termed fixed intangible assets if they represent unamortised expenditure 
upon items like goodwill, preliminary expenses, patents and copyrights 
which do not assume a finite or palpable form. 

Corresponding to the primary broad classification of assets, a distinction 
between external and internal equities may be drawn. External equities 
represent claims by persons who have supplied resources other than asa 
proprietary interest in the enterprise, that is, they are the liabilities of the 
undertaking ; they include amounts owing to trade creditors, bills payable, 
bank overdraft, debentures and the like. Internal equities comprise the 
proprietary interest—the residual claims on assets by those who have 
contributed resources in the capacity of owners. 

The external equities are classified as current or deferred liabilities on 
the basis of the time of expected maturity. The current liabilities are 
those which will be due for payment within a relatively short period—for 
an ordinary commercial undertaking about a year would be a reasonable 
time basis to adopt. They thus normally include trade creditors, most bills 
payable, bank overdraft (unless secured in such a way that it cannot be 
called up at short notice), provisions for taxation, and so on. Deferred 
liabilities are those whose maturity will occur at a relatively distant date— 
for example, mortgages, long-term loans and debentures, bills payable not 
due within a year, etc. 

The internal equities or proprietorship can be classified into (i) that 
portion which has been contributed as a proprietary investment and (ii) 
that part which represents profits or surplus which have not been with- 
drawn from the enterprise but allowed to accumulate. The former is 
represented by the original investment of a sole proprietor together with 
subsequent lump-sum contributions, by the capital accounts of partners, or 
by the paid-up capital of shareholders of a company. Accumulated pro- 
prietorship comprises current accounts of an individual proprietor or of 
partners, or reserves and unallocated profits (that is, credit balance in 
Appropriation Account) of a company. In the case of a sole trader or 
non-commercial enterprise the accumulated proprietorship is usually, for 
accounting purposes, merged with the contributed proprietorship at the end 
of each accounting period, but in the case of partnerships it is. preferably, 
and in the case of companies it is necessarily, distinctly maintained and 
reported. 

In many cases it becomes expedient to use additional categories to those 
mentioned above. For example, deferred assets may be included in a 
balance sheet to cover those which, although requiring only the process of 
collection, may not be converted into purchasing power until a relatively 
distant date. Examples are long-dated loans and instalment purchase 
debts. Again, owing to the difficulty that often arises in distinguish- 
ing between investments held as part of the liquid resources of an enter- 
prise and those held for trade purposes, the practice has arisen in recent 
years of setting up a separate balance sheet group for all investments. 
Where this is done the types of investment should, as far as practicable, 
be indicated so that an analyst of the balance sheet may allocate them to 
their appropriate groups according to the purpose of the analysis. The 
term “fixed liabilities” may be used to designate such an equity as inter- 
minable or irredeemable debentures which become payable, not at any fixed 
or determinable future time, but only on the occurrence of certain con- 
tingencies such as the termination of the enterprise, default in payment of 
interest or other breach of the debenture agreement. 

Other classification groups may, of course, be found in practice and the 
basis of classification should in all cases be adapted to the requirements of 





1ction 
uities 
asa 
of the 
yable, 
e the 
have 


es on 
S are 
—for 
nable 
- bills 
ot be 
erred 
ate— 
e not 


that 
(ii) 
with- 
er is 
with 
'S, OF 
pro- 
or of 
se in 
ar or 
, for 
> end 
ably, 


THE AUSTRALIAN ACCOUNTANT 


the person for whom the balance sheet is prepared, but, while this matter 


of adaptation should be impressed upon the student at all possible stages 
of his study, it will be found that the above classification will meet prac- 
tically all.tha cases which he is likely to encounter prior to the advanced 
stages of study. It is interesting, however, to compare the classification 
of assets which has been suggested by the American writer, S. Gilman 
(Accounting Concepts of Profit) which, he claims, although not specifically 
propounded as a reporting classification, clarifies many accounting prob- 
lems. He classifies assets in the following groups: 


(a) Cash and Claims to Cash, comprising cash and bank balances; 

(b) Deferred Claims to Cash, such as book debts, bills receivable and 
negotiable securities, which need only the process of realisation to 
make them available in the form of cash; and 

(c) Deferred Charges to Future Operations, comprising all other assets 

which represent expenditure incurred but not yet charged as a cost 
of operations. As these expenditures are used up in the process of 
earning income by future operations they will be charged as part of 
the costs of earning that income. These assets include prepayments, 
stocks and work in progress (which are used up within a relatively 
short period), as well as long-term assets such as plant, equipment 
and premises (which are used up at a slower rate but no less 
surely). 

As indicated in the previous article, the balance sheet may be presented 
in either narrative or T form. The latter has, until relatively recent years, 
been generally used in this country, but the narrative or vertical form is 
finding increasing support inasmuch as it avoids much of the technical 
appearance of the more traditional form. Two examples of the narrative 
form, one showing totals of both assets and equities, and the other demon- 
strating proprietorship as the residual equity after deducting liabilities from 
assets, were given in the previous article. In the presentation of balance 
sheets in the T form it has been the custom in the country for a long time 
to show the assets on the right-hand and liabilities and proprietorship on 
the left-hand side of a vertical line, but this practice is largely a matter of 
habit, and there is much to commend the usual American practice, when 
this form is used, of showing assets on the left side. For early students 
especially, the placing of assets on the left side of the balance sheet, which 
is analogous to their treatment in the ledger, tends to obviate a possible 
source of unnecessary confusion—unnecessary because a balance sheet is, 
technically, a statement derived from ledger accounts and as an accounting 
report any of the forms indicated is as valid as any of the others. 

The form of the balance sheet and the arrangement of its items should 
be related to the needs of the reader. If it is desired, for example, to 
indicate the working capital position of a firm, the form should be adapted 
to emphasise that factor. However, as the general purpose balance sheet 
is most widely used, the attention of students should be directed to the 
arrangement of items which is likely to prove most generally useful. 
Despite the fact that some undertakings show fixed assets first, the mar- 
shalling of assets according to their respective degrees of liquidity, that is, 
in the order of liquid, circulating, deferred, investments, fixed tangible and 
fixed intangible, will generally be found most acceptable, particularly to 
non-technical readers. The presentation of equities should follow a corres- 
ponding arrangement, that is, they should be shown in the order in which 
they will fall due for payment, viz., current liabilities, deferred liabilities, 
fixed liabilities, and proprietorship. These bases of arrangement should also 
be adhered to in arranging items within each group. For example, trade 
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debtors, representing a stage nearer to cash than stocks on hand, sho 

appear before stocks within the circulating asset group; paid-up capital 
which represents a residual equity repayable before accumulated profits 
should appear before reserves or a credit balance in appropriation account. 

In recent years increasing emphasis has been placed upon the revenue 
statement, which shows in some detail the sources of proprietorship in- 
crement between successive balance sheets. It is now considered to be at 
least as important a report, especially for management, as the balance 
sheet. As with the balance sheet, the published revenue statement (or 
profit and loss account) is adapted from the more detailed report prepared 
for internal consideration ; the extent of condensation imposed is usually, 
however, much greater than that applied to the balance sheet. From the 
teaching point of view it should be impressed upon students that, except in 
cases where published reports are specifically required, they should prepare 
their reports in as much detail as the available information permits. 

Classification of the items of a revenue statement is the foundation of its 
utility. There are several matters which should be noticed in this respect, 
A clear distinction should be made between operating and non-operating 
items of income and expense. Operating income represents income derived 
from the principal direction of activity of an enterprise—for a trading 
concern sales of merchandise would comprise the source of its operating 
income. Operating expenses comprise those costs and charges incurred 
in earning operating income. Non-operating income represents income 
from subsidiary activities, such as, in a trading enterprise, interest or divi- 
dends on investments, or rent received from letting premises. Non- 
operating expenses include (i) expenses directly incidental to earning 
non-operating income and (ii) abnormal or non-recurring items. Separa- 
tion of non-operating items adds greatly to clarity in presentation of the 
revenue statement and may be an important factor in assessing the earning 
capacity of an enterprise. 

Classification should be further extended to the operating items them- 
selves. Where a departmental or territorial organisation exists dissection 
and presentation of transactions (both income and expense) on a depart: 
mental or territorial basis is an obvious classification. A less obvious 
but equally necessary basis is that known as functional classification, which 
applies particularly to expenses. This involves identification of expenses 
with the function of the undertaking which they promote or serve. The 
functions of a manufacturing concern may, for example, comprise pre 
duction, marketing, administration and finance; those of a retail store may 
cover buying, selling, publicity, delivery, occupancy and administration. 
The specific functions involved depend upon the nature of activity and the J 
organisation of the enterprise, but in any case the items of the revenue 
statement are arranged and classified according to the relevant functions 


performed. ; 
A few matters of detail may be noted. Consider the following revenue 


statement: 


A.B. MANUFACURING CO. LTD. 
Revenue Statement for Year ended 30th June, 1946. 


Sales 


Less Cost of Goods Sold— 
Stock at 1/7/45 
Purchases 
Wages 
Factory Power 
Factory Expenses 
Insurance of Plant 
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Lighting 

Depreciation of Plant 
Depreciation of Factory Premises 
Repairs to Plant 


Less Stock at 30/6/46 
Cost of Goods Sold 
Gross Prorit 


Less Marketing Expenses— 
Advertising 
Delivery Expenses 
Insurance on Travellers’ Cars 
Travellers’ Salaries 
Travellers’ Expenses 


, Administrative Expenses— 
Audit Fees 
Directors’ Fees 
Lighting 
Office Expenses and Stationery 
Office Salaries 
Depreciation of Office Equipment 
Depreciation of Premises 
Repairs to Office Equipment 


, Finance Expenses and Losses— 
Bad Debts Written Off 
Doubtful Debts 
Interest 


Total Operating Expenses 
OPERATING PROFIT 
Add Non-Operating Income— 


Interest on Investments 
Rent Received from Cottages 


Less Non-Operating Expenses— 
Repairs to Cottages 
Loss on Sale of Machinery 


Net Prorit 


Attention may be directed to the following points: 


l, The title clearly indicates the period to which the statement applies. 
2. The individual items are grouped under appropriate headings on the 


tis of functional classification. A columnar statement, retaining a func- 


mal classification but with a column for, say, each department or territory, 

uld be appropriate according to the organisation of the undertaking. 

3. Operating profit is distinguished from net profit. The former is the 
lt of the activities of the firm in that field which covers its normal 
pe; the latter is the final result after taking into account those items 
ich are outside the normal scope of operation and which are extraneous 
ts ordinary or intended functions. 

4 Cost of goods sold comprises all those items of expense which have 

‘incurred in converting the materials used from the raw state in which 
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they were bought into the finished state in which they are ready for 
In the example shown it is presumed that a dissection of stock on 
into raw materials and finished products is not available; in order 
preserve consistency and comparability of items, closing stock (wh 
represents raw materials plus labour and overhead charges) is shown 
a deduction from the total of opening stock (raw materials plus labour 
overhead charges), purchases (raw materials), wages (labour cost), 
manutacturing expenses (overhead charges). If dissection of stocks 
available it would be possible and preferable to show the cost of 
materials used as a distinct item. In a trading (as distinct from a 
facturing) concern the element of manufacturing expenses would not er 
into the computation of cost of goods sold since goods would be acquif 
in their finished state and the only items which might, in addition to 
invoice price of the goods, affect the cost of goods sold would be buys 
expenses, packaging costs (where, for example, goods are bought in b 
and sold in small containers) and similar charges. 

6. For purposes of determining cost of goods sold, all stocks should 
valued at cost. 

7. Any items which act as a set-off against gross income or gm 
charges should be shown as deductions from the relevant items. 
returns inward should be shown as a deduction from gross sales, the re 
showing net sales; returns outward should be deducted from gross p 
chases to give net purchases. 

8. Gross profit is the difference between the value of net sales and 
cost of goods sold. 

9. Marketing expenses are those costs and expenses incurred in plaq 
finished goods in the hands of customers. 

10. Administrative expenses are the cost of general supervision, conti 
and accounting. 

11. Finance expenses and losses comprise the costs of obtaining 
monetary resources of the enterprise and expenses and losses in collect 
of moneys. 

12. The same information could be presented with equal validity in 
account form, items of income appearing on the credit and expenses 
losses on the debit side. The functional classification of items should 
preserved whatever form is adopted. 

13. Where a very large number of items is involved it is advantage 
to prepare a summary or master statement in terms of group headings a 
with the detail of individual items submitted in attached schedules. 

14. The inclusion of a percentage column with an appropriate base 
bases often adds significant information for the reader. 
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